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Introductory 


TuE building society movement in Great Britain awoke, like 
Byron, to find itself famous. A sudden leap to fame, whether of 
a poet or an institution, may have certain disadvantages. The 
celebrity may be unprepared for new responsibilities, contemporary 
opinion may be doubtful about ultimate values, and so on. The 
building society movement, perhaps, shares these disadvantages 
to some extent, though less fully than might be supposed at first 
sight. 

The facts that building societies control funds exceeding £400 
million and that during each of the past few years they have been 
eitrusted with upwards of 10 per cent. of the nation’s new annual 
savings, are proof of sufficient economic significance to merit the 
notice which they have recently received. This paper is chiefly 
directed to a discussion of the more noteworthy economic aspects 
of the movement; adequate note will be taken of the mechanics 
of building societies to enable these aspects to be appreciated. 
A general review will, within the limits of the space available, be 
attempted, but special emphasis will be placed on points of social 
significance on which existing literature throws little or no light. 


II 
The Evolution of the Building Society Movement 

Building societies may have experienced a sudden fame, but it 
was not the least fortunate circumstance in connection with the 
movement that the head on which it descended was well enough 
seasoned not to be turned. For building societies in England 
claim an extended history; for instance, their history is longer 
than that of joint-stock banking in England, excluding the Bank 
of England. One of the movement’s greatest misfortunes is that 
it did not kindle the interest of the Webbs, as, with a slight tilting 
of the balance, one feels, it might easily have done. Thus building 


societies lack an adequate historical survey, though much is 
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known in broad outline. The first building society is generally 
regarded as having been established in Birmingham in 1781— 
over 150 years ago. The closing years of the eighteenth century 
and the early part of its successor witnessed remarkable activity 
in the founding of working-class thrift and kindred movements. 
“The industrial revolution,” says Mrs. Sidney Webb, “‘ opened 
out channels of communication to the democratic organisation of 
labour. The massing of men under the factory system . . . lent 
the opportunity and supplied the stimulus to the formation and 
development of political, trade union and co-operative associa- 
tion.” Many building societies were founded by working men 
with the humblest objectives and often in conjunction with a 
church or chapel. Little is known about the first recorded 
building society except that it was founded and that it was not 
strictly comparable with the modern society. Thereafter, 
apparently, more or less steady progress was made. The Legis- 
lature first took notice of building societies in 1834, when they 
were certified under the Friendly Societies Act of that year. Two 
years later, in 1836, they were deemed of sufficient importance to 
justify a special Act relating exclusively to building societies. 
The earlier societies were terminating societies—that is, “ a society 
which by its rules is to terminate at a fixed date, or when a result 
specified in its rules is attained.” The first permanent society— 
the predominant type now existing—was evolved about 1846; 
a permanent society ‘‘ has not by its rules any such fixed date or 
specified result at which it shall terminate.” By 1871 the move- 
ment had attained such dimensions that a Royal Commission was 
appointed to inquire into and report upon the working of societies. 
The Commission’s report resulted in the passing of the Building 
Societies Act, 1874, which, with the later Act of 1894, form the 
main statutory basis of present-day practice. The development 
of the movement was accompanied by occasional excesses which 
recall the South Sea boom; there were periodical disasters which, 
if the experience of banking, insurance and the joint-stock 
company world generally affords any indication, seem almost 
inevitable. The one redeeming feature is that the lessons of the 
past have been learned and that the movement to-day enjoys the 
stability which comes with maturity. 


III 
The Mechanics of the Movement 
“* A building society is a combination of investors and borrowers 
operating under a measure of Government control to promote 
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the ideals of thrift and home-ownership.” Before discussing the 
achievements and problems arising from the pursuit of these 
ideals, it may be helpful to outline the mechanics of the building . 
society movement. An impressionistic picture of its financial 
structure is conveyed by the following summary :— 


The Building Society Movement. Great Britain, 1931 




















Liabilities. Assets. 
(£ Per- (£ Per- 
Millions.) | centage. Millions.) | centage. 
To Shareholders 341-8 81-5 Balance due on 
To Depositors and Mortgages . 360-2 85-9 
Other Creditors|* 57:3 13-7 Other Assets . 59-0 14-1 
Undivided Profit 
and Reserve . 20-1 4:8 
419-2 100-0 419-2 100-0 

















The number of persons embraced by the movement in 1931 
was as follows :— 





Share investors : ; “ . 1,577,905 
Depositors . , 4 : ; 465,150 
Borrowers . 5 F os 802,534 

Total , F x . 2,845,589 


The proportions which the foregoing summary of the move- 
ment’s financial structure indicate vary somewhat widely between 
society and society. Moreover, under the rapidly changing 
economic conditions of modern times there is a tendency for the 
proportions in the movement as a whole to vary within certain 
limits over short periods of time. For instance, the present 
position is probably rather different from that disclosed in 1931, 
as a result of recent developments in the monetary situation. The 
following notes summarise the investment aspects of the principal 
factors in building society finance; and notes on Government 
control and the organisation of the movement are also added. 


Deposits 
Deposits, though financially the least important of the two 
main heads under which building societies derive funds, are the 
more favoured by statute. In the circumstances it is somewhat 
remarkable that the proportion is not higher. In the earlier years 
of the present century the proportion was as high as 36 per cent., 


but in the meantime there has been a steady decline to the latest 
B2 
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figure of 13-7 per cent. The depositor is accorded special protec- 
tion by the Building Societies Act, 1874. Thus a society may not 
receive deposits in excess of two-thirds of its mortgage asset for 
the time being; and a number of societies limit by rule still 
further the amount which they will receive. The depositor is 
‘entitled to priority as regards withdrawal on a winding up, but 
not otherwise. There is thus ordinarily a substantial margin of 
security behind deposits. Indeed, there have been suggestions 
that building society deposits should be allowed to rank as Trustee 
investments, but in some sections of the movement it is recognised 
that there would be considerable difficuties in giving effect to this 
suggestion. A society is forbidden by Statute to accept deposits 
except on the terms that not less than one month’s notice is 
required before repayment or withdrawal can be made. A 
depositor, gua depositor, is not ipso facto a member of a society, 
but he may automatically become a member if the rules so provide. 
The rates of interest paid on deposits have recently been revised 
in order to bring them into harmony with the conditions created 
by the Government’s Conversion Scheme in connection with 5 per 
cent. War Loan. Many societies are currently paying 3} per cent. 
per annum net and free of liability to income tax on deposit 
accounts, this being equivalent to 433 per cent. less tax to those 
liable to the full rate of tax. 


Share Capital 


Share capital is by far the more important element in building 
society finance. The share investor is not, like the depositor, 
accorded any special statutory protection, but occupies virtually 
the same position in relation to his society as an ordinary share- 
holder in a joint-stock company, though the liability of a 
building society shareholder is limited to the amount actually 
paid or in arrearon any share. Shares usually fall into two broad 
groups—.e. fully-paid shares and partly-paid or subscribing 
shares. The nominal value of a fully-paid share is invested in 
full at the outset. Partly-paid shares are subscribed for by 
instalments. In a few societies the amount of the periodical 
subscription to a partly-paid share account is fixed. The majority 
of societies, however, now allow any sum from Is. or slightly more 
to be subscribed at any time. The procedure in acquiring and 
realising building society shares has been simplified to the utmost 
with a view to meeting the needs of those who are unversed in the 
technicalities of the wider world of investment. Shares can be 
obtained at any time (provided no temporary restrictions are in 
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force) by direct application either in person or in writing to a 
society’s office. They can be withdrawn, together with any 
accrued interest, in the same way and with almost equal facility. 
One month’s notice of withdrawal is usually required, but small 
sums and emergency withdrawals can often be obtained at shorter | 
notice. There is no statutory limit to the amount which an 
individual may invest in a building society. The rules of some 
societies, however, impose limits, but even where they do not, the 
arrangement under which most societies are assessed for income 
tax has operated in many cases to limit the individual holding to 
not more than £5,000. 

The yield on building society shares is not uniform, but most 
of the larger societies currently offer a maximum rate of 4 per cen*. 
net and free of liability to income tax, which is equivalent to 54 
per cent. less tax to those liable to the full rate of tax. The yield 
on building society investments is net and the recipient does not 
incur any liability for income tax. This is due toa special arrange- 
ment which the societies have with the Inland Revenue Authori- 
ties under which they consent to direct assessment. The rate of 
tax which the societies are required to pay under the existing 
agreement is equal to two-fifths of the standard rate; this applies 
to accounts not exceeding £5,000. The full standard rate of tax 
is paid on the yield upon accounts in excess of £5,000, husband 
and wife being treated as one person for this purpose; on 
accounts held on behalf of associations of persons; and on 
allocations to reserves and undistributed profits. A building 
society investor is precluded from obtaining any refund of tax 
if he is not liable to the full standard rate, as he may if tax 
at the full rate has been deducted at source. The circumstances 
accounting for this special income-tax concession are discussed 
later. Interest from building society investments, however, is 
included in total income for the purpose of charging Sur-tax. 


Undivided Profit, etc. 


The proportion of undivided profit and reserve to total liabili- 
ties has shown a very slight declining tendency since the war and 
pre-war years. Taken as a whole, however, the financial position 
of the building society movement is much stronger than when the 
undivided profit and reserve formed a slightly higher proportion 
of total liabilities. Thus, the proportion of the balance due on 
mortgages where repayments were upwards of twelve months in 
arrear or in possession at the end of 1930 for all societies 
amounted to only 0-2 per cent., whereas before the war this 








6 THE ECONOMIC JOURNAL [MARCH 


proportion was generally about 5 per cent. Moreover, the 
reserve fund of a building society is not strictly comparable with 
that of an ordinary trading company, since the building society 
has, by long experience in a single field of activity, reduced the 
risk factor to substantially smaller proportions than is possible for 
the average trading company. 


Advances 


The purpose for which building societies are formed is, accord- 
ing to the Building Societies Act of 1874, ‘‘ for making advances 
to members out of the funds of the society upon security of free- 
hold, copyhold or leasehold estate, by way of mortgage.” A 
member of a building society may obtain an advance for the 
purpose of erecting, purchasing or improving property, either for 
occupation or investment, as wll as for paying off existing 
mortgages. A society advances only on the security of first 
mortgage and may only accept a second mortgage as additional 
security to its own first mortgage. A society will usually advance 
up to 75 per cent. or 80 per cent. of its surveyor’s valuation or the 
purchase price, whichever is the lower figure. Itisa primary duty 
of a society to ensure an adequate margin of security on each 
advance, as in the event of a sale through the default of the 
borrower a society should be in a position fully to reimburse itself. 
It will be seen that the borrower is ordinarily required to find a 
minimum stake of at least one-fifth of the value of the property. 
Each property is approved for mortgage purposes by experienced 
valuers appointed by the society, while the mortgage debt is 
gradually reduced by every repayment made by the borrower. 
In special cases where the valuer notes a high risk factor much less 
than a normal advance may be made, or the proffered security 
may be completely rejected. In some societies an advance 
beyond the normal 75 per cent. or 80 per cent. may be obtained 
by the provision of collateral security. This sometimes takes the 
form of a guarantee or indemnity policy issued by an insurance 
office; a guarantee by a Local Authority under Section 92 of the 
Housing Act of 1925; the deposit of gilt-edged or Trustee securi- 
ties; the deposit of the deeds of other freehold or leasehold 
property ; a lien given on a deposit account by way of guarantee. 
In the case of a large estate, special arrangements are generally 
made with the estate developer whereby he deposits cash so that 
advances in excess of the normal may be made; the society retains 
a lien on such deposits until a proportion of the mortgage debt has 
been repaid. The repayment of the advance can usually be 
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arranged over any period from five to sixteen years and in some 
cases up to and slightly over twenty years. The repayments are 
generally made monthly and include principal and interest. If a 
member so desires it is possible to redeem a mortgage at short 
notice at any time before the date of redemption originally arranged. 
A borrower may also sell the property in the ordinary way and 
redeem the mortgage from the proceeds of the sale, or alternatively 
arrange for the mortgage to be transferred to the purchaser. 
Many societies operate a scheme in conjunction with an insurance 
company under which the life of the borrower is insured through- 
out the period agreed for the repayment of the mortgage. Borrow- 
ing members are not usually permitted to deduct income tax from 
their repayments, but they are entitled to relief from their Schedule 
A assessment in respect of mortgage interest paid to the society in 
its financial year. The rate of interest charged for new advances 
varies slightly in different parts of the country; the rate of 5} per 
cent. is widely in force in the Metropolitan area and the Home 
Counties; a rather lower rate is sometimes current in other parts 
of England. 
Other Assets 

Other assets mainly consist of Trustee securities and cash. 
Under the Building Societies Act societies are required to invest 
surplus funds in Trustee investments, real or leasehold securities, 
etc., they may purchase, build, hire or take upon lease any 
building for conducting their business. 


Government Control 


Building societies, being subject to a measure of Government 
control, share with the limited range of more or less kindred 
organisations the experience of having from early days induced 
reluctant Governments to depart from the policy of laissez faire. 
This serves as an indication of the light in which they were 
originally viewed, for with few exceptions the application of 
statutory supervision in the earlier days of the nineteenth century 
was confined to institutions catering for those then generally 
described as the “ laborious classes.”” The method of supervision 
applied to building societies is common to thrift, benevolent, 
friendly societies and kindred institutions; the same fundamental 
principles have also been applied in the supervision of insurance 
companies. “It is, I think, beyond question,” says the Deputy 
Registrar of Friendly Societies, whose office administers the 
Building Societies Acts, ‘‘ that the most important provision of 
the Act of 1874, from the point of view of Government control, is 
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that contained in Section 40, to the effect that every society shall 
once at least in every year prepare and send to the Registrar 
within fourteen days after the annual or general meeting at which 
it was presented, an annual account and statement of receipts and 
expenditure and a general statement of funds and effects, liabili- 
ties and assets.” Section 2 of the Act of 1894 gave the Registrar 
power to prescribe a form of annual statement. Thus, uniformity 
was assured and ambiguity removed and much information, at 
least from the accounting standpoint, relating to the operations 
of societies is now available. Again, the Act of 1894 provides for 
a very stringent audit of the societies’ accounts. The auditors 
must certify, among other things, that they have actually inspected 
the mortgage deeds in respect of each of the properties mortgaged. 
The Registrar has powers for undertaking special investigations, 
etc., and he may institute summary proceedings for failure to 
comply with the provisions of the statutes.. The Chief Registrar 
of Friendly Societies, Sir George Stuart Robertson, K.C., in 
reviewing the effectiveness of this statutory control, has said that 
“the Building Societies Acts themselves provide such stringent 
restraints on the method of operation of the societies that good 
conduct is almost inevitable. . . . One great advantage of these 
restraints has been that building societies have hardly ever been 
used in our generation as instruments for exploiting the public.” 
Sir George has also ventured the interesting dictum that the 
“ strength and success of the building society movement proves, 
I think, that statutory restraints, provided that they are well 
conceived and well adapted to the business to be regulated, form 
no obstacle to successful operation.”’ 


The Organisation of the Movement 


The organisation of the movement is not the least interesting 
aspect of building society work. Although some societies have 
attained dimensions which entitle them to rank with many of 
the larger institutions of our financial organisation, the movement 
has characteristics which are almost unknown in the fields of, say, 
banking, insurance, etc. As the latest statistics indicate, there 
are 1,013 societies, having total assets of £419,000,000, giving the 
average society total assets of £410,000. The organisation of the 
movement, however, is on very different lines from what this 
average might suggest. Thus, Table A compares the distribution 
of societies according to the size of their mortgage assets and 
reveals the large number of societies having mortgage assets of 
distinctly modest proportions. 
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TaBLeE A, 
Size of Building Societies. 














1914. 1930. 
Societies where Mortgage | 
Assets amounted to : N ee Risiousl: a” sed Mieke: 

(£) Societies.? om. Societies.? bai 
Under 1,009 ; ; : 131 8-9 32 3-2 
1,000 and under 5,000 . 387 26-2 113 11-3 
8,000 45 5 10,000 . 292 19-8 113 11-3 
10,000 ,, ae 30,000 . 349 23-6 242 24-3 
30,000 _,, ee 50,000 . 116 7-9 102 10-2 
50,000 _,, a 100,000 . 92 6-2 150 15-2 
100,000 ,, ns 150,000 . 41 2-8 65 6-5 
150,000 ,,_ ,, 200,000 . 13 0-9 33 33 
200,000 ,, = 250,000 . 10 0-7 18 1-8 
250,000 ,, 4, 500,000 . 20 1-36 52 5-2 
500,000 ,, ,, 750,000 . 9 0-6 24 2-4 
750,000 ,, » 1,000,000 . 6 0-4 10 1-0 
1,000,000 ,, ,, 2,000,000 . i 0-5 20 2-0 
2,000,000 _,, », 3,000,000 . 1 0-07 8 0-8 
3,000,000 ,, ,, 4,000,000 . 1 0-07 2 0-2 
4,000,000 ,, ,, 5,000,000 . _ — - 2 ~ 0-2 
6,000,000 ,, ,, 7,000,000 . _ — 1 0-1 
7,000,000 ,, ,, 8,000,000 . — — 2 0-2 
8,000,000 ,, ,, 9,000,000 . _— — 2 0-2 
11,000,000 _,, », 12,000,000 . — — 2 0-2 
12,000,000 ,, »» 13,000,000 . — — 1 0-1 
15,000,000 ,, »» 16,000,000 . _— _— 1 0-1 
27,000,000 ,, », 28,000,000 . — —_— 1 0-1 
52,000,000 ,, », 53,000,000 . _— — 1 0-1 
Total . 1,475 100-00 997 100-0 

















1 Number of Societies with mortgage asset. 

2 Number of Societies making return in “‘ Directory and Summary,” 1931, 
for 1930. : 

In 1930 ® over 75 per cent. of the societies had mortgage assets 
of less than £100,000, while at the other end of the scale only 
slightly over 1 per cent. of the societies had mortgage assets 
exceeding £5,000,000._ In comparing this position with that in 
1914 it is clearly seen as a heritage of the past, since the over- 
whelming proportion of societies then had mortgage assets of less 
than £100,000. In other words, the growth of the building society 
movement in recent years has been mainly due to the rapid 
expansion of a small number of progressive societies. At the end 
of 1930 there were forty-seven societies, equivalent to 4-6 per cent. 
of the number on the register, with total assets exceeding £1,000,000 
and their mortgage asset was equivalent to 76 per cent. of the 
mortgage asset for the whole movement. The larger units of the 

3 At the time of writing, the last annual report of the Chief Registrar of 


Friendly Societies dealing with Building Societies relates to 1930: further 
references to the Chief Registrar relate to his annual reports on Building Societies. 
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building society movement neither disregard nor attempt to 
disparage the work of the smaller societies, for they are also giving 
expression to the ideals of the movement. It is impossible, how- 
ever, to ignore certain significant pointers in the activities of the 
building society movement. There is a notable tendency for new 
business to gravitate to the larger society. It would appear that 
magnitude and the quality of the service which the large society 
is able to offer are influencing both investors and borrowers. As 
long ago as 1913 the Chief Registrar remarked that “ the tendency 
of the larger societies towards the absorption of building society 
business at the expense of the smaller ones, which was commented 
on in the report for 1912, is amply borne out by the figures for 
1913.” During 1930 the forty-seven largest societies advanced 
80 per cent. of the total sum advanced by the movement. While 
the utmost respect is entertained for the work of the small societies, 
it is recognised that the larger unit possesses definite advantages. 
In its personnel it is able to secure high technical ability; by 
modern methods of business organisation and administration it 
can reduce management expenses to a low level; its mortgages are 
spread over a wide area and thus risk is minimised. In brief, 
the larger building society shares most of the advantages which 
characterise the large joint-stock bank in comparison with the old 
type of small localised private bank; and it should be noted that 
in recent years the larger societies have pursued a policy of active 
branch development. The circumstances of the movement, 
indeed, seem to offer scope for a judicious measure of amalgama- 
tion, especially wher there are several societies operating in a 
comparatively restricted area. Amalgamation, in view of these 
conditions, may not only be desirable in itself but would facilitate 
the possibility and increase the effectiveness of common action 
within the movement, which, it would appear, will be increasingly 
necessary in the future. Until recently the societies were strongly 
—almost defiantly—individualistic, but during the past year or 
‘wo there has been a welcome tendency to co-operate on some 
raajor questions of policy; though the movement will have to 
develop still further if it is to be comparable to that usually associ- 
ated with industries, etc. of the same economic significance as 
building societies. If opportunity offers, however, there is a 
strong case for simplifying the cumbersome amalgamation pro- 
cedure prescribed by the Building Societies Acts. 

An analysis of the geographical distribution of building 
societies in Great Britain discloses two particularly strong centres, 
namely, the North of England and London and the Home Counties. 
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Table B indicates that 47:5 per cent. of the total assets in 1930 
were held by societies in the Northern area and 31-7 per cent. by 
societies in London and the Home Counties. 


TABLE B. 
The Building Society Movement in Great Britain. 

















1913. 1930. 
Division. Total Total 
Assets Percentage. Assets Percentage. 
(£ millions). (£ millions). 
England : 
Northern - 28-9 44-5 176-2 47°5 
North Midland 8-1 12-5 44-4 12-0 
South Midland 1:0 1-5 3°5 1:0 
Eastern é F 1:0 1-5 4-4 1-2 
London and Home 
Counties . : 3 17:7 27:3 117-9 31-7 
Southern and Western . 4:8 7:4 17-7 4:8 
Wales F £ 1-5 2:3 3:3 0-9 
Scotland . 1-9 3-0 3-4 . 09 
Total . 64-9 100-0 370°8 100-0 

















The comparison between the geographical distribution of the 
societies in 1930 and 1913 shows fewer changes than might have 
been expected in view of the enormous expansion of the movement 
in the intervening years; although the London societies have 
recently experienced remarkable development, the Northern 
societies have maintained their position in the movement. The 
two principal centres of activity have rather gained ground at the 
expense of other areas. The exceptional strength of the movement 
in the North before the war is not without bearing on a distinguish- 
ing feature of building society finance as between the North and 
the South. The tendency for societies to form part of the un- 
organised capital market—‘‘ more or less shut off,” as Mr. A. W. 
Flux described it, “from the levelling influences of a market 
organisation ’’—was seen most distinctly in Northern societies ; 
and before the war, when an active branch policy had not been 
developed, building society operations were muck more localised. 
The Northern societies tended to draw a regular supply of savings 
from a special type of small investor whose chief concern was 
security for his hard-won capital and who was uninfluenced by the 
larger currents in the investment markets; his local patriotism 
was strong and he preferred to entrust his savings to the adminis- 
tration of persons with whom he was often personally acquainted. 
This tendency has persisted until the present, or at least strongly 
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colours (consciously or unconsciously) the present-day financial 
policy of Northern societies. The result is that there is sometimes 
a slight disparity between rates of interest current in the North 
and the South of ~»i.nd; and, incidentally, this dissimilarity 
in financial practice «s between the North and the South of 
England is not confined to building societies. 


IV 
Building Societies, 1870-1931 
Investment Aspects 


Table C summarises the progress of the movement since about 
1870; accurate statistics are not available before 1890. 








TABLE C. 
The Growth of the Building Society Movement in Great 
Britain. 
Number of | Total Mem- Mortgage Total 
Year. Societies. bership. Asset (£). Assets (£). 
1870 (circa)* 2,088 820,000 — 18,286,000 
1890 a 2,795 646,388 47,760,404 51,494,480 
1900 2,286 584,651 45,641,411 59,767,118 
1910 1,723 626,366 59,696,055 76,286,773 
1913 1,550 617,423 60,733,464 65,315,898 
1918 1,336 625,013 53,207,803 68,497,948 
1919 1,311 672,369 57,865,967 77,346,603 
1920 1,271 747,589 68,811,690 87,060,358 
1921 1,226 789,052 75,503,123 95,265,274 
1922 1,184 826,032 83,724,928 107,437,541 
1923 1,151 895,524 98,844,991 124,718,790 
1924 1,112 1,000,988 119,744,926 144,889,705 
1925 1,092 1,129,455 145,857,119 169,196,658 
1926 1,064 1,257,400 171,220,815 193,856,034 
1927 1,054 1,416,456 197,748,150 223,346,082 
1928 1,035 1,130,066 2| 227,532,832 268,464,781 
1929 1,026 1,265,329 2; 268,141,456. 312,745,883 
1930 1,026 1,449,4322/ 316,313,559 371,164,961 
1931 1,013 1,577,905? | 360,176,859 419,185,370 

















1 Estimated by the Royal Commission on Building Societies, 1871. 


2 Shareholders only : before 1928 borrowers who were not also shareholders 
were included. 


This table is clearly divided into two parts. First, the 
statistics between 1890 and 1913 broadly reveal, in terms of money, 
a slow and laborious progress, which was punctuated at least 
twice by set-backs due to notorious failures. Secondly, the 


progress which has recently attracted public notice has coincided 
with the post-war years, the movement having expanded no less 
than sixfold during this period. The steady decrease in the 
number of societies is mainly the result of terminating societies 
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coming toanend. There were 189 terminating societies at the end 
of 1930, having total assets of £2,261,058. 

The first part—covering the period between 1890 and the eve of 
the war—telates to a distinct phase in the evolution of the building 
society movement. Before the war building societies, on the in- 
vestment side, were generally regarded as essentially institutions 
catering for the smaller type of capitalist—7.e. predominantly the 
wage-earning class. Probably small shopkeepers and others of 
similar social status utilised their services, but the wage-earning 
class, together with the lower middle class, no doubt formed the 
bulk of the membership. This finds reflection in the facts that the 
societies were accorded special protective legislation administered 
by the Chief Registrar of Friendly Societies, while for some years 
they have concluded agreements with regard to income tax which 
embodied concessions recognising that the majority of their 
members were not subject to anywhere near the full standard 
rate of tax. Apparently, in pre-war days, small savings institu- 
tions frequently made rather laboured progress when they were 
able to make headway at all. As might have been expected, 
their fortunes were mainly determined by the varying economic 
well-being of the wage-earning class. When real wages were 
rising and employment good there was generally a tendency 
for the funds entrusted to small savings institutions to increase. 
Moreover, it would appear that there was considerable competition 
among institutions catering for working-class savings. Thus, 
the Chief Registrar, in his report for 1906, said that “ Building 
societies have . . . many rivals desirous of participating in the 
successful business carried on by them,” and he mentions the 
larger friendly societies and co-operative societies, together with 
life assurance companies. His reference was primarily to ad- 
vance bur*ness, but the competition doubtless also extended to 
the invest.1ent side. Table D analyses the distribution of share 
accounts in the Abbey Road Building Society in 1913 (then 
having total assets of £721,384 and ranking sixteenth, as measured 
by mortgage asset, among building societies) for the light which 
is thrown on the social status of those using the investment 
service of a building society in the last complete year before the 
war. 

Nearly 80 per cent. of the accounts were for sums of £100 or 
less. In point of numbers, therefore, the small investor consti- 
tuted the great majority of the membership, though the writer 
of the article on Building Societies in Palgrave’s Dictionary 
observes “ that a much wealthier class of shareholder has come 
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TABLE D. 


Distribution of Share Accounts. 
(Abbey Road Building Society, December 31st, 1913.) 











= Amount at " 

Number Credit of Percent- | & »cent- 

Size of Accounts (£). of Accounts in | . 26° of age of 

Accounts. Group (£). Number. | Amount. 
Upto50 . J . ‘ 4,825 52,123 64:6 8-9 
Over 50 and upto 100. 979 74,976 13-2 12-9 
ve 100 - 150 . 501 61,148 6:7 10-5 
‘3 160: .,, os 200 . 365 64,998 4-85 11-1 
a 200 ie 250 . 223 50,377 3-0 8-6 
ee 250 ,, we 300 . 149 41,812 2-0 7-2 
Ae 300 ,, a 350 . 100 32,523 1:3 5-6 
a 350 ,, ‘ss 400 . 73 SILT 1-0 4:8 
- 400 ,, “5 450 . 51 21,607 0-7 3-7 
so 450 ,, = 500 . 45 21,607 0-6 3:7 
. 500 ,, ss 600 . 52 28,860 0-7 4:9 
es 600 ,, a 700 . 24 15,619 0-3 2-7 
* 700 ., ie 800 . 21 16,026 0:3 2-8 
ae 800 ,, nes 900 . 15 12,586 0-2 2-2 
_ 900 ,, » 1,000. 16 15,664 0-2 2-7 
~ 3:000° os 42600: . 19 22,989 0-25 4:0 
> 2,300 » 2,000 . + 7,003 0-05 1-2 
>» 2000 ,, » 2000 . 2 4,511 0-02 0-8 
53 Ee 55 99 OHO. —_ a — — 
op BOO <s5 » 93,000 . 2 6,457 0:02 1-1 
ss. Bp00 55 » 4,000 . 1 3,525 0-01 0-6 
Total . : ‘ 7,467 582,128 100-00 100-0 

















in since the passing of the Act (1874).”” What has been termed the 
“savings bank rule,”’ however, applied to some extent, since a 
limited number of members were responsible for a large propor- 
tion of the savings, 22-2 per cent. of the members being credited 
with 78-2 per cent. of the total amount at credit. Mr. 
T. S. Ashton, of Manchester University, in an analysis of Savings 
Banks deposits, has pointed out “ that a relatively small number 
of richer depositors are responsible for the bulk of the savings.” 

The second part into which the table divides—from the end of 
the war to the present—is obviously the more interesting. The 
degree in which building society activity has expanded in little 
more than a decade is certainly an extraordinary achievement. 
Before analysing the causal factors in this development, it is not 
without interest to compare it with the growth in some other small 
savings media. Table E makes this comparison. 

While there has been a tendency for these small savings to 
increase, building societies show by far the greatest rate of 
expansion. The Chief Registrar, discussing in his report for 
1929 the reasons for the rapid increase in the funds of building 
societies, remarked that ‘‘ The combination of security and a high 
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TABLE E. 
Amount due to Investors in various Thrift Organisations. 











re 1918- 1930 Percentage 
Description. (£ millions). | (£ millions). | Increase. 
Building Societies } ; 64-2 353-6 451 
National Savings Certificates . 137-7 358-0 160 
Post Office Savings Bank : 
Deposits .|° 234-6 290-2 24 
Holdings of Govt. Securities 185-7 188-5 2 
Trustee Savings Banks : 
Ordinary Dept. 3 : 61-0 79-0 13 
Special Investment Dept. . ; 14-1 54-1 284 
Holdings of Govt. Securities 15:3 39-3 157 











1 Including, in amount due to depositors, small amount due to other creditors. 

2 Excluding interest. 

(Note.—The dates on which the financial years in the above table end do not 
coincide; in general the figures relate to the year in which the financial year 
ends.) 


rate of interest, with facilities for prompt withdrawal and freedom 
from income tax deduction, has no doubt had a considerable 
attraction for the ordinary income-tax-paying inv.stor and is a 
sufficient explanation of the rapid expansion of share capital.” 
This is doubtless adequate up to a point. The extent of the 
expansion, however, combined with the development which has 
taken place in other savings media, definitely points to the 
operation of some underlying and widespread factors. These 
factors, indeed, are largely inherent in the economic history of 
the post-war years. ‘The facts are now too well known to require 
detailed recapitulation here. Professor Bowley has summarised 
them thus : — 


“The general result of the whole system of taxation, 
wage-adjustments and social expenditure has been a very 
marked redistribution of the National Income. . . . The 
very rich have less than half their pre-war income (allowing 
for taxes and change of prices); the least well off of the 
working class have gained most. Between these two ex- 
tremes the tendency is almost throughout in the same 
direction.” 


In particular, the calamitous fall in prices since 1929, in 
conjunction with the rigidity of wage rates, has presented many 
with an uncovenanted benefit which has provided a markedly 
widening margin for saving. Moreover, the frequently disastrous 
course of investment history since 1929 has been a powerful 
influence in deflecting new savings to “ safety-first ’’ channels. 
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The result has been a partial and temporary boycott of Stock 
Exchange securities ; and the market for new capital issues has been 
extraordinarily quiescent. Added to this there have been recurring 
periods of cheap money, which have provided incentives to transfer 
accumulated balances from banks and elsewhere to more remuner- 
ative fields though in spite of this bank deposits as a whole, 
reflecting inactive trade, have increased. These factors have 
been duly reflected in building society history since the war. 
Table F, which analyses the distribution of Head Office share 
accounts of the Abbey Road Building Society at September 
1932, bears witness to the changed conditions ; the Society’s total 
assets at this date amounted to over £40,000,000 and it ranked 
second among building societies. 


TABLE F., 


Distribution of Share Accounts. 
(Abbey Road Building Society, Head Office, 1932.) 











Number Amount at Percent- | Percent- 
: Credit of 

Size of Accounts (£). of Aecintaiiaies tee age of age of 

Accounts. Group (£). Number. | Amount. 

Up tol ‘ . ‘ ‘ 51,885 16,058 37-2 0-07 
Over 1 and up to 50. 29,339 704,401 21-2 3-0 
~ re i 100. 11,480 857,973 8-3 3°7 
PA 200) 5 ss 150 . 5,845 1,064,026 4-2 4-5 
5 150 ,, 56 200 . 8,518 1,033,944 6-2 4:4 
i: Nl as cap 4,980 1,110,938 3-6 4-7 
‘ 250 5» o 300 . 3,927 1,098,325 2-8 4:7 
a 300; <5 350 . 2,776 897,401 2-1 3-8 
ee 350 ,, so 400 . 2,354 902,106 1-7 3-9 
ie 400 ,, es 450. 1,736 733,008 1:3 3-1 
a 450 ,, = 500 . 2,927 1,392,766 2-1 5-9 
ae 500 ,, ee 600 . 3,222 1,655,241 2:3 71 
~~ Beno uv ae. 1,694 | 1,094,247 1-2 4-7 
~ we - « wae. 1,281 965,914 0-9 4-1 
es 800 ,, 3 900 . 817 700,215 0-6 3-0 
- 900 ,, 9» | 1,000... 1,670 1,643,224 1-2 7:0 
» 4,000 ., » 1,500. 2,370 3,027,379 1:7 12-9 
oy OD. > 99 2000: 759 1,345,838 0:6 5:7 
5 21008 59, OO « 360 800,209 0:3 3-4 
~» 2,000 ,, » 3,000 . 219 612,301 0-2 2-6 
9 e080)... 49 0j)000: 115 370,483 0-08 1-6 
SS Oa os RO . 83 318,078 0-06 1-4 
= £800... 3s 43000 .. 57 244,520 0:04 1-0 
»> 4,600 ,, x» 03000 . 177 869,567 0-12 3-73 
Total 138,591 23,458,162 100-00 100-00 

















The “savings bank rule ”’ still applies; 66-7 per cent. of the 
number of accounts were credited with only 6-77 per cent. of the 
total sum involved. This, however, requires the qualification 
that a large proportion of the accounts up to £1 represent the 
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holdings of borrowers who under the rules of the Society are re- 
quired to qualify as members and thus comply with the control- 
ling Acts by opening a partly-paid share account and paying 
ls. per £100 advanced. Many of the accounts are the result of 
savings accumulated through the medium of ‘ home-safes ’’— 
often started by children—which gradually assume larger dimen- 
sions. The significant feature is the more extensive distribution 
of accounts in the higher ranges, thus indicating the presence of 
the more substantial investor. It does not necessarily follow that 
all societies have been affected in the same degree, but some of the 
larger units have doubtless had a more or less similar experience. 
Table G is added for convenience, as this brings together for 
comparison the percentage distribution of share accounts of the 
Abbey Road Building Society in 1913 and 1932. 


TABLE G. 


Comparison of Percentage Distribution of Share Accounts. 
(Abbey Road Building Society, 1913 and 1932.) ‘ 

















Percentage of Percentage of 
Number. Amount. 
Size of Accounts (£). 

1913. 1932 1913. 1932. 

Up to 50 : : ‘ : 64-6 58-4 8-9 3-07 
Over 50 and up t 100 13-2 8-3 12-9 3-7 
‘ 100 ,, - 160. 6-7 4-2 10-5 4-5 
i 150 4, ‘3 200 4:85 6-2 11-1 4-4 
7 200 ,, “i 250 3-0 3-6 8-6 4-7 
* 250 ,, em 300 2-0 2-8 7:2 4-7 
7 300 ,, ie 350 1-3 2-1 5-6 3-8 
>: 350 ,, ‘i 400 1-0 1-7 4-8 3-9 
ee 400 ,, > 450 0-7 1-3 3-7 3-1 
35 450 ,, ms 500 0-6 2-1 3-7 5-9 
‘5 500 ,, ‘a 600 0-7 2-3 4-9 71 
os 600 ,, 7 700 0-3 1-2 2-7 4-7 
ae 700: .,, ‘3 800 0-3 0-9 2-8 4-1 
is 800 ,, * 900 0-2 0-6 2-2 3-0 
me 900 ,, » 1,000 0-2 1-2 2-7 7-0 
3 1080 5, » 1,500 0-25 1-7 4-0 12-9 
x». 1:00 -5, » 2,000 0-05 0-6 1-2 5-7 
o» 2:000 5, » 2,500 0-02 0-3 0-8 3-4 
ss SOG” 5; », 3,000 -— 0-2 — 2-6 
» 3,000 ,, », 3,500 0-02 0-08 1-1 1-6 
2» 3,000 5, », 4,000 0-01 0-06 0-6 1-4 
ss S000) 5; » 4,500 -- 0-04 —- 1-0 

> SEO 2s » 5,000 == 0-12 — 3-73 

















Taking the building society movement as a whole, the average 
shareholding in 1930 was £208. The Chief Registrar returns the 
average for the 47 large societies in 1930 as £240 and for 699 
smaller permanent societies in England at £146. Table H com- 
pares the average shareholding in building societies with the 

No. 169.—voL. XL. G 
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average amount due to investors in a number of other thrift 
institutions. 
TaBLe H. 


Average Amount due to each Investor in various Thrift 
Organisations in 1930. 











Description. Amount (£). 
Building Societies (Share Accounts) . ; 208 
National Savings Certificates e . : 45 1 
P.O. Savings Bank (Deposits) . . 29 
Trustee Savings Banks (Ordinary Dept. ) . 33 





1 Estimated on basis of information supplied by National Savings Committee. 


It is evident that the average shareholding in building societies 
is considerably higher than in some other thrift institutions. 

Building societies employ their funds by way of mortgage, 
and this is, “under any usual classification, a long-period function.” 
It has already been pointed out that societies offer the investor 
easy withdrawal facilities, in many cases not more than one 
month’s notice being required. In these circumstances, it is of 
interest to inquire what turnover of funds the societies normally 
experience each year. This is the more desirable since the pre- 
cise position of building societies in this matter is sometimes 
misconceived. Table I analyses share withdrawals in relation to 
liabilities to shareholders from 1921 to 1930. 











TaBeE I. 
Share Withdrawals in Relation to Total Liabilities to 
Shareholders. 
en (2) Share With- 
(1) — to drawals (includ- Percentage of 
Year. Shareholders ing interest) (2) to (1). 
(£ millions). (£ millions). 

1921 . F ‘ 70-9 13-4 18-9 
1922 . ‘ ; 80:4 12-9 16-1 
1923 . a , 93-5 14-0 15-0 
1924 . ‘i A 109-0 16-8 15-4 
1925 . : : 127-8 19-9 15-6 
1926 . - 5 147-7 22-2 15-0 
1927 . ‘ 172-8 25-9 15-0 
1928 . F . 213-2 32-1 15-0 
1929 . . 5 250-2 36-8 14-7 
1930... - 302-8 41-7 13-8 











From this it will be seen that the proportion of withdrawals 
has been steadily declining, until in 1930 the proportion of 13-8 











1933] | BUILDING SOCIETIES—SOME ECONOMIC ASPECTS 19 


per cent. was reached. Table J approaches the problem from a 
different angle and compares share withdrawals to additions to 
share capital. 


TABLE J. 
Share Withdrawals in Relation to Additions to Share Capital. 








(1) Additions to (2) Share With- 
Y Share Capital (in- | drawals (includ- Percentage of 
cor cluding interest) ing interest) (2) to (1). 
(£ millions). (£ millions). 
1921 . ; : 20-4 13-4 65-7 
1922 . : 22-5 12-9 57:3 
1923 . - : 27-1 14-0 51-7 
1924 . ; ‘ 32-3 16-8 52-0 
1925 . ° : 38-8 19-9 51:3 
1926 . ; ‘ 42-1 22-2 52:8 
1927 . ; ; 51-0 25-9 50-7 
1928 . ‘ : 66-8 32-1 48-1 
1929 . ‘ ‘ 73-0 36-8 50-4 
1930 . 2 , 94-2 41-7 44-3 














The proportion shows some variations, but, on the whole, 
the tendency has been downward. It is true that the position of 
individual societies varies somewhat widely, the proportion 
in the case of some Northern societies being markedly high. 
Moreover, under current conditions withdrawals may be higher 
than in the past, but this point will be discussed more fully 
presently. Broadly speaking, however, building societies do not 
experience the turnover of funds which is popularly associated 
with joint stock banks, small savings banks, ete. Nor should it 
be overlooked that the societies receive a constant stream of 
incoming funds due to the monthly repayments in connection 
with advances. Furthermore, the societies emerged from the 
exacting test of the financial crisis of the autumn of 1931 with 
their credit unimpaired. All the same, they are not absolved 
from the responsibility of maintaining a due degree of liquidity ; 
and the degree of liquidity to be maintained may vary from time 
to time according to changing economic conditions. 

The wider bearings of the building society investment service 
merit a passing reference. The movement takes special pride in 
the facilities which it offers for the encouragement of small 
savings, especially in view of the circumstances which are held to 
render an increase in these savings necessary. Before the war 
the bulk of the nation’s saving was undertaken by a comparatively 
narrow circle of the richer members of the community, but since 


then their capacity to save—in particular, as a result of high 
C2 
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taxation, partly necessitated by a policy of generous expenditure 
on social services—has appreciably diminished; consequently, 
the post-war rate of saving compares, when allowance has been 
made for the rise in prices, very unfavourably with pre-war 
experience; and this situation is, in the main, if not invariably, 
regarded with misgiving. The small savings class is therefore 
considered to be under a special obligation to make every effort 
to remedy the deficiency, both on economic and social grounds : 
“a democracy that will not let its wealthy save, and will not save 
for itself, must slowly sink in the scale of civilisation.” At the 
other end of the scale, the movement, by the extent to which it— 
or rather the larger societies—has attracted the substantial 
investor is now definitely part of the organised capital market. 
The writer, in an article written in 1930,1 ventured to draw 
attention to this aspect of building society development. The 
following references have, on balance, gained, rather than lost, 
point by the passing of time :— 


“As Mr. A. W. Flux has pointed out, ‘the market for 
capital is thus not so perfectly organised that all units of 
supply are interchangeable. Certain parts of the market 
are peculiarly well organised, but there are other parts more 
or less shut off from the levelling influences of a market 
organisation.’ In the past, building societies have been 
closely connected with those ‘ other parts more or less shut 
off from the levelling influences of a market organisation,’ 
but to-day this is much less true, although it is still partly 
applicable. Two factors which have linked the building 
society with the capital market ... are the increasing 
interest which the more substantial investor is taking in the 
movement and the increasing interest which is being taken 
in Stock Exchange securities by those who formerly invested. 
their savings in a much more restricted field. . . . It is 
possible that this tendency will become more and more 
evident in the coming years.” 


Again, the relations of building societies to the money market 
were discussed and it was pointed out that : 


“To the building society the most important single 
factor in the money market is Bank rate . . . when Bank 
rate is high ...a considerable rate of interest is earned on 


1 “ Building Societies as Financial Institutions ’°—Building Societies Year 
Book, 1930, pp. 345-51. 
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bank deposits : consequently, there is less incentive to trans- 
fer accumulated balances to higher interest-earning channels, 
and hence building societies may experience some retarda- 
tion of incoming funds. On the other hand, when Bank rate is 
low the depositor receives a distinctly modest return and 
therefore eagerly seeks more remunerative investments, among 
which he places building societies. Moreover, the rate of 
interest charged by joint-stock bankers for advances is 
generally 1 per cent. above Bank rate with a minimum of 
5 per cent. A high Bank rate thus means a high rate for 
advances, and at such times there is a tendency for mort- 
gages which are being financed by bank loans to be offered 
to building societies. . . . Building societies may tend to 
become rather more responsive to important movements in 
the money market in the future.” 


V 
Mortgage Service 


Table C, on p. 12, indicates the growth in building societies’ 
mortgage balances from 1890 to 1931. This column, like that indi- 
cating the expansion of total assets, clearly divides into two distinct 
periods—pre-war and post-war. During the thirteen years from 
1901 to 1913 (1901 is the first year for which the advance figure is 
available) the average annual advances of the movement amounted 
to £9 millions. To a large extent the societies’ mortgage service 
was utilised by persons of a similar social status to those who 
formed the bulk of its investing membership, though possibly 
there was a slight bias in an upward direction. At any rate, 
the movement welcomed the small advance and expressed pride 
in the way that it was helping working men to become home- 
owners. Thus the Chief Registrar remarked in 1915 that 


“the most satisfactory feature .. . is the continued in- 
crease in the proportion of mortgages of £500 and under. 
Mortgages of this class are probably in the majority of cases 
from persons purchasing the houses they occupy, and an 
increase in the proportion of such mortgages is, therefore, to 
be welcomed as evidence of a wider appreciation amongst 
persons having small or modest incomes of the utility of the 
building society as a means of improving their position.” 


Again, 51 per cent. of all societies’ morigage balances in 1911 
was in respect of advances not exceeding £500, 19-1 per cent. being 
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in respect of advances not exceeding £1,000. Although the scale 
of the movement before the war was relatively small compared 
with later years, it is important to note that it was rendering 
services of exceptional value in relation to the housing situation of 
the time. Except for the few years immediately preceding 1914, 
it is true over a wide field that houses to let could be obtained 
fairly easily by wage-earners. Hence all who availed them- 
selves of the societies’ mortgage service did so voluntarily and from 
conviction of the merits of home-ownership, while many were 
enabled to acquire property as an investment. The exact signi- 
ficance of building societies in relation to other agencies in the 
provision of housing finance cannot be determined; indeed, 
housing finance considered as a whole presented then, as now, 
whole tracts about which accurate information was conspicuous 
by its absence. In his report for 1915, however, the Chief Regis- 
trar remarked: “ During the years 1901-15 the total amount 
advanced was over 135? millions sterling, or sufficient, supposing 
the average value of the houses purchased to have been £500, and 
two-thirds of their value to have been lent on mortgage, to enable 
housing accommodation for over two million people (on the basis 
of five persons to a house) to be acquired.” Assuming the same 
facts regarding the value of the houses and the proportion 
advanced, the position might be summarised in another way : 
the average number of houses financed each year between 1901 
and 1915 was equivalent to about 25 per cent. of the average 
annual supply of new houses. Of course, in actual practice the 
societies advanced on many old properties. 

The second period covered by the column of Table C relating 
to the societies’ mortgage asset coincides, as previously noted, 
with the post-war years. During this period—from 1919 to 
1931—the average annual advances amounted to £48 million, as 
compared with average annual advances amounting to £9 million 
for the period 1901 to 1913; a more striking comparison is 
provided by the average annual advances for the three years 
ended 1931, at £84 million, against the corresponding figure of 
£8 million for the three years ended 1913. The extent of the 
recent expansion of the mortgage asset strongly suggests that this 
branch of building society activity has shared the experience of 
the investment side in being subject to special influences: it is 
only necessary to refer to the post-war housing problem. Before 
attempting to assess, as far as this is possible, the reactions of the 
housing problem on building societies’ recent mortgage activity, 
the nature of the housing problem may be sketched in barest 
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outline, followed by an analysis of the relevant facts regarding the 
societies’ advance business. It is now a matter of popular history 
that immediately the war was over the nation was conscious of 
an exceptionally acute housing shortage; the factors which 
produced this situation are equally common knowledge. Before 
the war the provision of houses was almost entirely the function 
of the private investor, but at the signing of the Armistice he 
not unnaturally refused, despite the great housing shortage, to 
resume his pre-war function. The Rent Restriction Acts doomed 
non-occupying owners of existing small dwellings to an unecono- 
mic return; inflated building costs discouraged the investment 
of further private money in new houses; in short, the whole 
housing position was abnormal. The State urged Local Authori- 
ties to assist in filling the breach and provided subsidies, while 
it also sought to stimulate private building, again by the provision 
of subsidies. As a result of this stimulus—and latterly of the 
operation of more normal factors—approximately 2,000,000 
houses have been erected in England and Wales sirice 1919. This 
obviously represents a gigantic housing effort. It is scarcely 
conceivable that this exceptional housing activity could have 
been without influence on the scale, if not on the character, of 
building society operations. What, in fact, have been the conse- 
quences to building societies? what has been their contribution 
to the solution of the housing problem ? does the post-war period 
represent a passing phase in building society evolution? The 
first step is to examine, as far as possible, the significance of the 
societies’ present operations in the realm of housing finance. 
Table K analyses the distribution of the societies’ mortgage 
balances in given groups in 1930, with comparative figures for 
1911. 


TABLE K. 
Distribution of Mortgage Balances. 











Mortgage Balances. 1911.1 1930. 
Up to £500 : : ‘ : : 51-0 \ 81-7 
Over £500 and up to £1, 000 : - ; : 19-1 

», £1,000 and up to £5, 000.—ti. : : : 20-9 14-9 

99 £5, 000 ° : : 3-6 3-2 
Properties in possession over 12 months ; 4-7 | 

Mortgages where a ctaiiei in arrear over 12 - 0-2 
months . : : : 0-7 J 

Totals. A . ‘ : 100-0 100-0 











1 The first year for which mortgages can be grouped. 
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Thus the societies are mainly engaged in making advances on 
properties in the lower ranges of value, since over 81 per cent. 
of the amount advanced represents individual mortgage balances 
of £1,000 or less. The comparison with 1911 is important. It 
is apparent that the proportion of the societies’ mortgage asset 
in respect of balances of £1,000 or less was higher in 1930, at 
81-7 per cent., by over 10 percent, than in 1911, while the propor- 
tion of balances exceeding £1,000 has also fallen appreciably. In 
the circumstances, this is somewhat remarkable, for in the mean- 
time not only has the scale of the societies’ operations greatly 
expanded, but property values have experienced an upward 
bound and there has also probably been a geographical redistribu- 
tion of mortgage balances with a rather greater density in areas 
where property values tend to be higher. Unfortunately, a direct 
comparison cannot be made between the percentage of mortgage 
balances of £500 and under in 1911 and 1930, as the information 
is not available for the latter year. Table L gives the proportion 
for the six largest societies at the end of 1930. 


TABLE L. 


Distribution of Mortgage Balances. 
(Six largest societies, 1930.) 











Mortgage Balances. Amount (£). | Percentage. 
Up to £500 . : ° : : : . 50-7 38-8 
Over £500 and up to £1,000 : : : ‘ 59-7 45-6 
», £1,000 and up to £3,000. = : : 15-0 11-4 
», £3,000 and up to £5,000 ‘ ; : 2 1-7 1:3 
m ; : : ; . : : . 3°8 2-9 
Total. ? ; : : 130-9 100-0 











The proportion returned by these societies, at 38-8 per cent., 
is lower than the equivalent proportion of 51 per cent. for all 
societies in 1911. A large part, if not the whole, of this difference, 
however, would be due to the rise in property values. Moreover, 
it is noteworthy that this sample, although relating to the six 
largest societies, shows the proportion of mortgage balances of 
£1,000 or under at 84-4 per cent., as compared with 81-7 per cent. 
for all societies in 1930. The Chief Registrar, in his report for 
1930, pointed out that the average advance during that year, 
within the range not exceeding £1,000, was £469, the average 
within the range exceeding £1,000 being £1,824. An extensive 
sample analysis of the purchase price of the properties on which 
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the Abbey Road Building Society made advances in 1932 appears 
in Table M. 


3 TABLE M. 


Sample Analysis of Purchase Price of Houses on which 
Advances were made, 1932. 











Purchase Price (£). ee Percentage. 
lto 100 : r 3 0-06 
101 ,, 200 : ‘ 17 0-34 
201 ,, 300 : ; 70 1-5 
301 ,, 400 : ; 136 2-9 
401 ,, 500 : : 550 11-9 
501 ,, 600 ; P 640 13-9 
601 ,, 700 : : 802 17-4 
701 ,, 800 . : 645 14-0 
801 ,, 900 ‘ ‘ 663 14-4 
901 ,, 1,000 : : 369 8-0 
1,001 ,, 1,100 ; ; 186 4-0 
1,10] ,, 13,200 ; ; 120 2-6 
1,201 ,, 1,300 ; ‘ 86 1-9 
1,301 ,, 1,400 ; : 74 1-6 
1,401 1,500 ; - 58 13 = 
1,501 and over : : 194 4-2 
Total . ; : 4,613 100-0 











The year 1932 was characterised by a number of abnormali- 
ties from the building society point of view, and in the case of the 
Abbey Road Building Society the Directors’ policy was such as 
might tend to give prominence to houses of rather higher value. 
The table, however, may be accepted as affording some indication 
of the ranges of property on which societies with Head Offices in 
the Metropolis are currently making advances. The purchase 
price of a property is, of course, substantial evidence of the social 
status of the persons who will occupy it. The Abbey Road 


TABLE N. 


A Comparison of Social Status. 














Abbey Road | Great Britain 
Description. Society’s and Northern 
Borrowers. Treland. 

Wage-earners ; ‘ ‘ , ; ‘ 37 per cent. 76 per cent. 

Salaried é 24 * 14 
Independent Workers, Employ ers, Farmers, 

Professional . : 19 re 10 +7 
Miscellaneous. ‘ , : Y : 20 pe — 

Total. : : ; . | 100 per cent. | 100 per cent. 








1 Estimated by Bowley and Stamp. 
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Society, however, has analysed the social status of all its bor- 
rowers; the results appear in Table N, together with a com- 
parison of the social status of the occupied population of Great 
Britain and Northern Ireland. 

This distribution reflects, not so much perhaps any ideal or 
predetermined proportions, as the conditions under which an 
individual society makes advances in order to ensure maximum 
security. A comparison with the social status of the Society’s 
borrowers in 1926 shows practically the same proportions, there 
being only a very slight infiltration of wage-earners. Whether 
these proportions of social status are common to societies as a 
whole is not certain; they may simply indicate the policy of a 
single Board of Management. In any case, it is a reasonable 
assumption that the proportions would be influenced in part by 
the occupational distribution of the areas in which a society 
had made the bulk of its advances. 

The repayments in connection with advances, apart from 
their purely building society interest, have a wide bearing on 
social welfare, especially in view of recent tendencies affecting 
the price level, wage rates, employment, etc. These wider aspects 
of repayments cannot be discussed here and only the more 
important facts can be recorded. The Chief Registrar calculated 
the average repayment in 1930 as £85. This figure would, of 
course, be influenced by repayments in excess of the pre-arranged 
amounts, advances repaid before the expiry of the agreed term 
of the mortgage and by repayments in connection with the more 
substantial advances, while it would also be slightly influenced 
by the higher average advance which was probably being made 


TaBLE O. 
Average Monthly Repayments according to Social Status. 














‘ Average Monthly 
Social Status. Repayment. 

Professional . : . ; ‘ . : £5 19 9 
Salaried, Commercial, Financial, etc. . 2 ; & 17 3 
Independent Worker (except professional) . 5 2 9 
Clerk + : é : : : 4 12 10 
Wage-earner 4 & we 
Labourer 36 5 
Miscellaneous . 4 19 6 

4 17 6 


Average for all categories 





1 This category is a subdivision of ‘‘ Salaried, Commercial, Financial, etc.,”’ 
but has been separated to cover a considerable number of cases where informa- 
tion in addition to the fact that the borrower is a “‘ clerk” is not extensive. 
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at that time. The average pre-arranged monthly repayment in 
respect of an extensive sample of advances made by the Abbey 
Road Building Society in 1932 was £4 17s. 6d., equal to an annual 
repayment of £58 10s. Table O shows these repayments grouped 
according to the social status of the borrowers. 

It will be seen that, on the whole, the amount of the repay- 
ment bears, as might have been expected, a close relationship 
to the social status of the borrower. 

An analysis of the Abbey Road Society’s mortgaged properties 
shows that the overwhelming proportion consisted of dwelling- 
houses, with a very small number combining shop premises, the 
total proportion of these two categories being over 99 per cent. 
of the whole of the mortgaged properties. The overwhelming 
proportion, again, was for personal occupation, the exact figure 
being 94 percent. Taking the sample of the Abbey Road Building 
Society’s advances made in 1932, 59 per cent. was for a period 
of twenty years, 20 per cent. for sixteen years, and the remainder 
for shorter periods. The Chief Registrar, in his report for 1917, 
refers to a tendency towards a more lengthy period of repayment. 
He quotes the average period calculated by the then Chief 
Registrar twelve years previously as being ten years; the Chief 
Registrar calculated the corresponding figure for 1917 as about 
fourteen years. The tendency towards a more lengthy period 
of repayment has doubtless been generally accelerated by the 
circumstances of the post-war years, and especially by the desire 
to lighten the annual burden of repayments due to the higher 
property values ruling. In actual practice, however, a large 
proportion of the advances do not extend over their allotted 
period. A borrower may receive a legacy or the proceeds of 
an endowment policy with which he redeems his mortgage; 
he may redeem his mortgage by selling the property in respect 
of which the advance was made; an increase in his earning 
power, the need for increased accommodation as a result of 
changes in his family life, etc. may influence his decision to 
sell his house, although the depression has undoubtedly reduced 
movement prompted by these considerations. In the earlier 
days of building societies a rather high proportion of the advances 
probably ran their allotted course, but an examination of the 
statistical evidence available suggests that more recently there 
has been a tendency towards a shortening of the average actual 
life of advances. There are no statistics for the movement as a 
whole or for an individual society; moreover, the abnormal 
monetary conditions of recent years—with rapidly alternating 
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cheap and dear money—would make any such figures misleading 
for normal times. There would seem to be sufficient evidence, 
however, to justify the conclusion that the average actual life 
may be rather less than half the average period of repayment 
originally arranged. Some decades ago anyone who desired to 
purchase a house with the assistance of a building society advance 
frequently became, in the first place, an investing member and 
in this capacity gradually accumulated the wherewithal to 
provide the personal stake in the property. As a result of the 
changed conditions since the war, and particularly of the increasing 
appreciation of building society shares and deposits purely un 
their investment merits, this practice is now much less extensi: e. 
A sample investigation recently made by the Abbey Road Society 
revealed that only 6 per cent. of the borrowers had, previously 
to taking out their mortgage, an investment account. It is 
noteworthy that 3 per cent. of the borrowers already had a 
mortgage with the Society. 


VI 
Post-War Housing and Building Societies 


The conclusion indicated by the comparison between building 
society mortgage business before the war and during the post- 
war years is that, despite the greatly enlarged scale of operations, 
there has been no substantial change in the essential character 
of this business; that is to say, the societies have catered for 
much the same public throughout. The way is now clear to 
attempt to trace the wider reactions of the post-v ar housing 
problem upon the building society movement. The number of 
houses built in England and Wales since the war is, as already 
noted, approximately 2,000,000. The Ministry of Health 
recently estimated that of these some one-third ad been built 
for letting and the remainder—or about two-thirds—had been 
built for sale. The houses built for letting were mostly erected 
by Local Authorities, the houses built for sale being chiefly the 
outcome of private enterprise. Building societies are, of course, 
only concerned with the latter category, numbering, say, 
1,330,000 houses. The houses falling into this category were 
financed by various agencies. Unfortuna.ely, there is much 
that is obscure with regard to the finance cf housing; very little 
is known about some agencies, except tha’, they exist. Building 
societies, however, are generally considred to have been the 
major factor in the provision of finance fur the erection of houses 
by private enterprise. One of the next most important factors 
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consists in advances by Local Authorities under the Small 
Dwellings Acquisition Acts and Section 92 of the Housing Act, 
1925. These Acts empower Local Authorities to make advances 
up to 90 per cent. of valuation on houses having a market value 
not exceeding £1,200 and £1,500 respectively for owner-occupa- 
tion. The number of houses in respect of which advances have 
been made between 1919 and March 31st, 1932, is 148,000. 
Assuming one-quarter of these were old houses, the number of 
new houses thus financed is about 110,000. The present policy 
of the Ministry of Health is directed to discouraging Local 
Authorities from making actual advances, the Authorities being 
urged to make greater use of their powers to guarantee additional 
advances over and above the amount which building societies 
would normally advance. Public Utility Societies, which in 
1930 had a combined capital of £12,500,000, have undertaken 
noteworthy housing operations, but most of them provide houses 
for renting rather than ownership. Public Utility Societies 
probably embrace the majority of housing schemes promoted by 
employers for their employees. It was recently estimated that 
possibly “ one-third of the aggregate funds of the friendly societies 
(amounting to nearly £100,000,000) are invested in house mort- 
gages.”” The number of new houses financed by this agency 
since the war is entirely a matter of guess-work, but it is probably 
below 100,000. Although several insurance companies have in 
recent years sought to popularise house purchase in combination 
with an endowment policy, there is no reason to suppose that this 
agency ranks as one of the more significant, especially as far as 
new houses are concerned. The banks have probably financed 
a certain proportion of the new houses, but the number is no 
doubt relatively small. 

The activities of the private investor in the finance of new 
houses are quite incalculable, though there is no evidence which 
points to extensive participation. A number of the new houses 
were, of course, purchased for cash, but these would appear to 
constitute a small minority. In the circumstances, it is apparent 
that there is no exact information, or even fairly close estimate, 
regarding the relative significance of the various agencies engaged 
in the finance of houses erected by private enterprise. It seems 
probable, however, that the number for which building societies 
have provided finance, while not largely exceeding 1,000,000, 
may not be considerably short of this figure ; or say approximately 
half the number of houses erected since the war. In any event, 
it is abundantly clear that building societies have played a part 
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of the first importance in the attempts made to solve the post-war 
housing problem, and that without them the measure of success 
which has attended these attempts would have been much 
reduced. As Sir Josiah Stamp has pointed out, 


“In the absence of the building society movement it is 
probable that in response to such pressure a large number 
of institutions would have sprung up to supply the need. 
They would have varied tremendously in their resources and 
their regulations, in their probity and their wisdom and 
foresight. New and hastily improvised structures would have 
been suddenly subjected to a vast and rushing flood of insist- 
ent requirements. It is fairly clear that out of such a 
situation must have come many failures, disappointments 
and losses. But, as it was, the onrush was actually made 
upon a system of accredited institutions with traditional 
practice laid down on sound lines and with all the prestige 
of solid and steady progress, standing ready for their task.” 


The question remains as to what extent the expansion in the 
societies’ mortgage service since the war has been determined by 


TABLE P, 
Building Society Advances in Relation to New Houses. 








Building Society 
Year. New Houses. Advances 
(£ millions). 
1902 : : : 133,000 8-9 
1903 ; , : 121,000 9-7 
1904 : - ; 127,000 9-4 
1905 : - : 132,000 9-0 
1906 ; ‘ ‘ 145,000 9-2 
1907 ; 2 ‘ 112,000 9-6 
1908 R ; : 101,000 8-9 
1909 - 2 ‘ 97,000 9-0 
1910 : . : 102,000 9-3 
1911 : : ; 36,000 8-9 
1912 . : ; 92,000 8-3 
1913 . ‘i ; 60,000 9-1 
1924 : P ‘ 74,000 40-5 
1925 . : : 121,000 49-8 
1926 - ‘ . 135,000 52-1 
1927 ‘ : ; 149,000 55-8 
1928 : : ; 140,000 58-6 
1929 ‘ : ; 119,000 74-7 
1930 ? : . 146,000 88-7 
1931 i ; : 135,000 90-2 











1 The statistics from 1902 to 1913 show the net annual increase in the number 
of dwellings in England, Wales and Scotland disclosed by the reports of the 
Inland Revenue Commissioners: the statistics from 1924 to 1931 show the 
number of houses erected by private enterprise in England, Wales and Scotland. 
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the house-building activity which has characterised this period. 
Some light, if not a complete answer, is provided by Table P. 
The year relating to house-building ends in March, while that 
relating to building society advances coincides with the calendar 
year. There is, of course, a time interval between the erection 
of a house and the completion of the building society advance, 
and while this arrangement of the table may somewhat exaggerate 
the average time interval, the conclusions suggested by the table 
are not materially affected. The table is not, perhaps, without 
a surprise element. Before the war advances were maintained 
in 1913 at the same level as in 1906 although the number of new 
houses erected was less than half that in the earlier year. Again, 
since 1929 the amount advanced each year has shown substantial 
increases, although the number of houses erected by private 
enterprise has been below the peak year of 1927. Apparently, 
building society activity on the mortgage side is much less 
influenced by the amount of house-building than is frequently 
supposed. A broad confirmation of its recent application may 
be obtained in another way. During the three years ended 
1931 building society advances averaged £84 million, but the value 
of plans passed for dwelling-houses in over 140 of the principal 
urban areas in Great Britain (excluding L.C.C.) during the same 
period averaged only £43 million. These statistics may not cover 
all the new houses erected in Great Britain; on the other hand, 
they include houses built by Local Authorities, which are outside 
the societies’ province. Furthermore, an analysis of the Abbey 
Road Society’s advances during 1932 shows that they were 
almost equally divided between new properties not previously 
occupied and properties changing hands. These proportions, 
however, are subject to the qualification that the policy of the 
Board of Management may have operated somewhat in favour of 
old properties. The proportions for the two preceding years 
were more in favour of new properties. On the whole, it seems 
a reasonable assumption that during the three years ended 1931 
not substantially more than one-half the sum advanced by 
building societies was in respect of newly-erected houses; though 
the proportion was probably higher during the few years immedi- 
ately preceding 1929. In other words, a large part of the most 
recent expansion in building societies’ mortgage service has been 
the result of a marked growth in the home-ownership movement 
over and above that occasioned by the occupation of newly- 
erected houses. The importance of this conclusion, which as yet 
has scarcely been recognised, need not be emphasised. Again, it 
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should be remembered that a much higher proportion of those who 
now buy new houses with the assistance of building society loans 
do so less under the overwhelming pressure of a chronically acute 
housing shortage, but more from a voluntary recognition of the 
merits of home-ownership. This is an encouraging develop- 
ment so far as the building societies are concerned and would 
seem to suggest that they are reaping some of the fruits of their 
intensive propaganda in this cause during the post-war years. 


VII 
The Future 


What of the future? This is a question which none who have 
to do with housing answer willingly, mainly because housing 
development has never encouraged views extending beyond the 
ends of the noses of those primarily concerned. Yet some 
attempt, however hazardous it may be, must be made to form 
an estimate of the nearer, if not more distant, tendencies. First, 
as regards building by private enterprise. The recent average 
annual building by private enterprise is, as Table P indicates, 
considerably in excess of the pre-war annual. average, although 
when allowance is made for the fact that the diminution in the 
later pre-war period was mainly due to political circumstances 
the excess is appreciably reduced; pre-war house-building was 
almost entirely undertaken by private enterprise. It must be 
recognised that over a wide area the acute housing shortage 
apparent immediately after the Armistice has, according to con- 
temporary standards, been made good. As the Marley Committee 
on the Rent Restriction Acts found, in the case of the larger 
houses there is no longer any shortage ; in the case of the medium- 
sized houses the shortage is rapidly being overcome; while in 
the case of working-class houses there is still considerable shortage. 
Expressed statistically, the Marley Committee estimated the 
grouping of the houses built since the war on the lines indicated 
in Table Q, which incorporates the Ministry of Health’s estimate 
bringing the statistics up to date. 

Thus “‘ the supply of houses for the classes who can afford to 
buy, has been increased by . . . about 50 per cent.,” while ‘“ the 
supply of accommodation available for the poorer section of the 
population appears to have been increased by about 10 per cent.” 
Incidentally, classes A and B have no doubt been mainly financed 
by building society advances, class C being chiefly composed of 
houses built by Local Authorities for letting. Is there likely to 
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be a substantial reduction, therefore, in the rate of building by 
private enterprise? It is easier to draw attention to the factors 
in the situation than to attempt any categorical answer. In view 
of the existing phase of the housing problem, it is the policy of 
the Minister of Health to discourage house building by Local 


TABLE Q. 


Classification of Post-War Houses Erected in England and Wales, 
to September 1932. 














Marley a 
Committee’s Approximate Selling Prices. Ho ot 
Classification. pias 
Class A . . | Over £1,300 in London and £1,000 elsewhere. 420,000 
Class B . . | Between £600 and £1,300 in London and £400 835,000 
and £1,000 elsewhere. 
Class C . A ~= or under in London and £400 or under else- 700,000 
where. 





Total . | 1,055,000 





1 The Marley Committee’s classification is in terms of rateable value; the 
corresponding selling prices have been estimated after a careful review of selling 
prices in relation to rateable value. 


Authorities, except the provision of houses which can be let at low 
rentals within the capacity of the lower-paid working classes. 
Thus over a wide field of housing development private enterprise 
will be without competition. It is noteworthy that the Annual 
Report of the Ministry of Health for 1930-31 did not regard it as 
unreasonable to assume the continuance of building by private 
enterprise during the ensuing five years at much the same rate 
as that then obtaining. 

The statistics relating to the value of plans passed for dwelling- 
houses continue to be maintained at high levels; and the current 
values, owing to the policy of the Ministry of Health in restricting 
Local Authorities’ building programmes, reflect a higher proportion 
of private enterprise than was the case a few years ago. Has the 
geographical redistribution of the nation’s industrial population 
entirely ceased? Has decentralisation in Greater London pro- 
ceeded to its farthest limits? Recent investment developments, 
especially since the Conversion of 5 per cent. War Loan, combined 
with the Government’s housing policy (including that relating 
to Rent Restrictions) have tended in some measure to restore 
property to favour as an investment; and probably this ten- 


dency will continue. Certainly house-building is now a more 
No. 169.—voL. XLII. D 











34 THE ECONOMIC JOURNAL [MARCH 





economic proposition than at any time since the war; the financial 
conditions are favourable and building costs appear to have 
reached a more or less stabilised level. It is well to remember, 
however, that this country—in common with the rest of the 
world, though Britain also has its own economic problem—is 
passing through an economic crisis of exceptional severity. Is it 
possible for the crisis to continue in its present intensity for any 
considerable time without sooner or later influencing house- 
building activity in some way? In fact, taking the short view, 
the course of the crisis may be the most important of the influences 
immediately determining development undertaken by private 
enterprise ; this especially applies to houses of higher and medium 
value. None the less, in view of past experience, one hesitates 
to be in the least dogmatic. Mr. Neville Chamberlain, who has 
had wide experience of the housing problem, writing a few years 
ago, doubted “‘ whether these calculations (of the needs of the 
future) are of much value.”” Apart from population, “ other 
factors, economic, local, social, traditional, come in, and any 
estimates which do not take account of these are apt to be upset 
with disconcerting abruptness.” Housing represents a field so 
vast that all its implications and potentialities cannot easily be 
appreciated. Houses are a fundamental necessity of civilisation. 
Yet, strangely enough, housing has obviously, on a long view, 
been one of the least progressive elements in national life, espe- 
cially in comparison with such social amenities as, say, education, 
transport, communications, etc. Sooner or later there may be a 
real awakening; and this is the more likely if the anticipations 
that the future will provide workers with more abundant leisure 
are well-founded. A measure of the extent of the field, in the 
financial sense, is provided by Sir Josiah Stamp’s estimate that 
all buildings (excluding land) account for approximately one- 
quarter of the nation’s net wealth of £18,045 million. In relation 
to this value building societies have advanced only £776 million 
since 1901—the first year for which statistics regarding advances 
are available. 

Thus the short view has, as almost inevitably happens in 
housing discussions, imperceptibly transformed itself into the 
longer view. The building societies, none the less, may fairly 
plead that they have a proper sense of the realities of the existing 
situation. There is still, as the Marley Committee on the Rent 
Restriction Acts pointed out, a considerable shortage of the 
smaller working-class houses. The Housing Committee of the 
National Association of Building Societies recently published a 
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memorandum outlining a scheme whereby the building societies 
could co-operate with the Government, the Local Authorities and 
the private investor in providing finance for such houses. It 
was recognised that this type of house constituted a special 
problem from the building society point of view; many of these 
workers do not wish to buy their homes and in any case they 
would have difficulty in qualifying for a building society 
advance, especially in providing a personal stake in the property 
and giving evidence of ability to maintain the repayments. In 
short, the risk factor is much higher than in the ordinary range 
of building society business. The essentials of this building society 
scheme have been embodied in the Government’s latest Housing 
Bill. Briefly, the Bill (Clause 2) gives the Minister of Health power 
to approve proposals under which Local Authorities may under- 
take to guarantee two-thirds of the difference between the 
percentage of 70 per cent. which would normally be advanced 
by a society and a maximum advance of 90 -per cent. to a 
borrower who wishes to build houses for letting. The Govern- 
ment may undertake to reimburse the Local Authority to the 
extent of one-half of any loss which may be incurred, so that 
the additional risk will be shared equally by the State, the Local 
Authority and the building society. The type of house which 
the Bill contemplates costs rather less than £400 and can be let 
at about 10s. per week, including rates. At the time of writing 
the Bill has passed only through the preliminary stages of its 
Parliamentary career and, consequently, opinion with regard to 
its possibilities has not fully developed; it should not be over- 
looked, however, that the initiative must be taken by the private 
investor, and not by the building society. The building societies 
cannot, by their normal operations, make any direct contribution 
to the solution of the slum problem, but by relieving pressure 
on other housing accommodation they facilitate transfer of the 
inadequately housed wherever this is possible. 

There remains the future of home-ownership—apart from new 
building—and this, as Table P, p. 30, indicated, has recently 
been notably gaining ground. The shorter view, however, hardly 
justifies more confident predictions than in the case of house- 
building. An increasing preference for home-ownership is an 
indubitable fact. The narrowing of the field of Rent Restriction 
proposed by the Government’s latest Bill dealing with this matter 
may offer a new stimulus, but a great deal will no « abt depend 
upon the course of employment and real wages in the near future. 


Whatever the next few years may hold, building societies have 
D2 
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an immense field for future labours. The number of houses 
which are owned by their occupiers is not known with any degree 
of exactness. The proportion of 1 in 5 is often accepted and, 
although this may be unduly conservative, it is clear that there is 
much scope for future building society activity. The building 
societies, for their part, will continue their missionary efforts in 
preaching the merits of home-ownership. They believe their 
case to be a strong one. The social and political virtues of a 
home-owning population, as compared with a rent-paying society, 
are legion. Home-ownership promotes thrift where little or none 
may be practised, since at the end of a term of years the borrower 
has an asset of considerable capital value which frequently he 
would not have possessed otherwise, and his annual outgoings 
while he is acquiring his home may be little, if any, higher than 
if he were renting a house; it increases personal self-respect ; 
and it encourages civic pride and adds a wholesome stability to 
the political institutions of the State by giving the people “a 
stake in the country.” Building society funds are employed in 
increasing the country’s capital resources at home in really worth- 
while directions; and this activity is free from the waste and 
misdirection which often accompanies joint-stock company 
finance. The building society mortgage service is not charac- 
terised by the defects which have distinguished some recent 
extensions of the hire-purchase system, for a house is one of the 
fundamental necessities of civilisation, has a long life and is 
reasonably stable in value. It might be urged against any wide- 
spread home-ownership movement that it would unduly restrict 
the mobility of labour, but to-day, when the principle of collective 
bargaining has been so widely accepted, this is not likely to be a 
serious handicap to organised labour. The exact lines along 
which the building societies will seek to encourage further home- 
ownership remain to be seen. New angles of approach will 
probably have to be devised to supplement the traditional 
methods. The movement is sometimes counselled to resort to 
heroic measures, such as a drastic reduction in the mortgage rate 
of interest. The societies have recently reduced their interest 
rate for new advances by 4 per cent., with the result that the 
rate of 54 per cent. is now widely current in London and the 
Home Counties. The societies have intimated that the position 
of borrowers whose advances were arranged before the autumn of 
1932 will be reviewed after adequate experience of business under 
the changed conditions. Clearly the societies are pursuing a 
distinctly cautious policy, but they believe they have substantial 
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justification. Their responsibilities as custodians of the public’s 
savings are too onerous to enable them lightly to undertake 
experiments, however socially useful they may be. The grounds 
on which their policy is based vary in nature and range from the 
legal to the financial and economic. 

Thus—to indicate the grounds of policy in barest outline—the 
societies, on their mortgage side, are operating in the long-term 
loan market and their financial policy must be calculated to ensure 
adequate funds to finance their commitments over a period of 
years ; in this connection, it needs to be borne in mind that, as 
Table F, p. 16, suggested, the societies—or a number of them—are 
now linked up with the organised capital market and that their 
rates of interest must therefore be competitive : while, on the one 
hand, the societies have made a general reduction in their invest- 
ment rates of interest and have reduced their mortgage rate of 
interest only on new advances, on the other, circumstances have 
combined to curtail their disposable balance : under the Inland 
Revenue Authorities’ new income-tax regulations the societies’ 
income-tax liabilities have been increased by over 100 per cent. : 
the Conversion Operation and its repercussions have reduced the 
income available from invested surplus funds, which, owing to 
some slackening in mortgage business during 1932 and the 
probability that some of the money recently placed with the 
societies will be withdrawn on any considerable revival in Stock 
Exchange and new capital issue activity, must be maintained in 
substantially greater volume than is normally the case. The 
precise degree in which any return to normal in the money and 
investment markets will react on building society finance remains 
to be seen; this also applies to the extent to which they will 
need to attract new savings in the future, and to the volume in 
which new savings will then be available. At the time of writing 
most of the larger societies have applied restrictions to their 
investment departments; several of the larger Metropolitan 
institutions have restricted the additional sums which old mem- 
bers may invest, while new members may not open accounts 
except for modest amounts. A factor of the first importance in 
building society finance in the future will be the repayments 
received in connection with existing advances. As a result of 
the recent rapid expansion in the societies’ mortgage asset, this 
figure now assumes considerable dimensions. The Chief Regis- 
trar, in his report for 1930, gives repayments for all societies as 
£57-7 million. The mean mortgage balance outstanding during 
that year was £292 million, so that each £1,000,000 of mortgage 








38 THE ECONOMIC JOURNAL [MARCH 


asset produced an average annual repayment of £197,000. It is 
somewhat difficult to estimate the societies’ present mortgage 
asset, in the absence of official statistics more recent than 1930 
and owing to the rather differing experience of societies during 
the past year ortwo. Assuming a figure of £390 million, however, 
it is apparent that the repayments may now range between £70 
and £80 million annually, which is equal to over three-quarters of 
the sum advanced during 1931—the peak year for which statistics 
are available. It is not necessary to emphasise the bearing of this 
factor upon building society finance, though it should be judged 
in relation to the other factors in the situation. 

The margin of income on which building societies work is 
generally considered to be distinctly modest. The Chief Regis- 
trar’s report for 1930 shows that the average rate of interest 
charged on advances—the principal revenue earning asset—was 
5:82 per cent., while the average rate of interest paid on share 
capital—the main source of funds—was 4-65 per cent., thus leaving 
a margin of 1-17 per cent. From this margin the societies had 
to meet their management expenses, make transfers to reserve 
funds, etc. Under existing conditions, as a result of the revision 
of interest rates recently effected, the margin is doubtless rather 
wider than in 1930, but it can hardly be regarded as unreasonably 
wider in view of the new factors tending to restrict the societies’ 
disposable balance. In any case, the societies definitely consider 
the present a transition stage and will be prepared to make any 
amendments that experience indicates to be necessary. The 
management expenses, broadly speaking, are certainly economical. 
They have varied somewhat since the war, but latterly have shown 
a declining tendency. The average management expenses per 
£1,000 of mortgages outstanding was £6-59 in 1931. In his report 
for 1924—-when management expenses were about £1 per £1,000 
of mortgages higher—the Chief Registrar remarked that, “‘ Taking 
a general view the figures show that the management of building 
societies, as a whole, is conducted in a very economical manner.” 
Building societies, indeed, have a long tradition of public 
service in which profit-making purely for their shareholders’ or 
their own enrichment has had no part. They approximate 
closely to those institutions which Mr. J. M. Keynes describes 
in The End of Laissez-Faire as “ socialising themselves,”’ because 
“the general stability and reputation of the institution are more 
considered by the management than the maximum of profit for 
the shareholders. The shareholders must be satisfied by con- 
ventionally adequate dividends; but once this is secured, the 
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direct interest of the management often consists in avoiding 
criticism from the public and from the customers of the 
concern.” 

During the post-war years building societies have displayed 
great—perhaps even surprising—powers of adaptability. The 
future may make hardly less heavy demands upon this quality. 
The societies’ history during the years 1918-31 strongly suggests 
that they may not be found wariting. 

HAROLD BELLMAN 


Abbey Road Building Society. 





TAXATION OF CO-OPERATIVE DIVIDEND 


1. THE question of the assessment to income tax of the 
co-operative dividend on purchases has historical, legal, and 
economic aspects. In the first place, what was the intention of 
the Income Tax Acts, and the Industrial and Provident Societies 
Acts? Secondly, since it is a particular income tax that we 
have to consider, is an exemption of these dividends fair, in view 
of other profits which are taxed? Thirdly, what are the economics 
of mutual trade, when the Societies deal with a variety of pro- 
ducts, and when they depend on an outside market of traders 
and employees ? 

A Committee of Inquiry on the subject has reported to the 
Chancellor of the Exchequer. It cannot be said to be a settled 
question in any of its aspects. The legal decision which deter- 
mined the law in 1889, as well as the later case of 1927, applied 
to insurance societies, which are not in all respects representative 
of trading societies. The Inland Revenue, which had issued in 
1901 and 1905 economic memoranda based on the decision of 
1889, gave much less confident evidence to the Income Tax 
Commission of 1918, and was the appellant in the case of 1927, 
having endeavoured to levy tax on the surplus of mutual insur- 
ance. In a reservation to the Report of the Income Tax Com- 
mission, the economic validity of the application to co-operative 
dividend of the theory of mutual trading was definitely challenged 
by Messrs. Stamp and McClintock. The Commission as a whole 
reported that part of the surplus, the part put to reserve, should 
be taxed. 

The importance of the question is not the amount of additional 
revenue which could be obtained by taxing the dividend. It has 
been estimated that co-operative Societies do about 15 per cent. 
of the retail trade in their goods, but their members are not a 
sample of income taxpayers as a whole, and the estimate given 
to the Commission of 1918 was that at that time the gain to 
the revenue would be only about £500,000, and the whole revenue 
about £1,000,000. It was also agreed then that, the dividend 
being considered exempt, the Societies paid more tax than if 
other profits under Schedule D were strictly assessed. The 
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present position is of the nature of a working compromise, which 
saves the revenue the expense and trouble of very numerous 
claims for repayment. The importance of the question is indi- 
cated by the appointment of the present Committee, and is 
firstly one of the attitude of private traders. There is consider- 
able acrimony in the manner in which they have presented their 
case, particularly to the Departmental Committee of 1904-5. 
This is due partly to their opinion that, when all is said, an 
increasing volume of trade is not making its due contribution to 
income tax; partly to the conditions of price maintenance which 
are being applied to an increasing range of consumable goods, 
which conditions it is thought the societies do not observe, on 
the ground that the dividend on purchases is a concealed form 
of price-cutting. Again, it is important to consider what would 
happen to the revenue from income tax if co-operation extended 
to trades where the buyers would not be exempt because of the 
level of their individual incomes, and therefore what is happen- 
ing in the transitional stage when co-operative and private 
trading coexist. In a co-operative commonwealth, would income 
tax have to be applied to the whole surplus in defence of its pro- 
ductivity? Or would there have to be some other tax, which 
would also encroach on the trading surplus? What is the reflec- 
tion on existing practice of the assumption of its indefinite 
extension? We already have the fact that E.P.D. had to be 
expressly levied during the War on the purchasers’ dividend. 
It will be relevant later to note what has been done in Russia. 

2. We may first consider the intention of the Acts, or if they 
show any intention. My view is that up to the end of the eighties, 
the law was supposed to make individuals liable, if they were 
not exempt on income grounds, to be assessed on the dividend. 
There are two sets of Acts to consider—the special Societies’ 
Acts, and the Income Tax Acts. 

It does not seem to have been the intention of the Income 
Tax Acts to exempt societies generally because of their social 
purposes. In 1842, charitable bodies were exempted from charge 
as regards both investments and profits, and small Friendly 
Societies as regards investments only. But profits under Schedule 
D were in the Acts of 1842 and 1853 taxable in respect of ‘‘ bodies 
politic, corporate or collegiate, companies, fraternities, fellow- 
ships, or societies of persons,” who were to be charged with 
“* such the like duties as any person will be chargeable with,” in 
respect of any “ Art, Mystery, Adventure, or concern carried on 
by them,” as regards the “ profits or gains arising or accruing.” 
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There is no legal mention of mutual trading, and no legal definition 
of profit. 

But it was under the egis of the Friendly Societies Acts that 
the Industrial and Provident Societies obtained their first exemp- 
tion from direct assessment. In the first special Act of 1852, 
and in the Income Tax Act of 1853, they are regarded as a type 
of Friendly Society, being such Friendly Societies as attain their 
objects ‘‘ by carrying on or exercising in common any labour, 
trade, or handicraft,” and their rules are to provide in the first 
instance “for allowing payments to be made from time to time 
to all members of the Society in respect of any work or service 
which they may do or perform for or on behalf of the Society.” 
It appears to have been supposed that there was a considerable 
degree of mutuality in work between the members, such as did 
happen in the early days of co-operation. The Societies obtained 
in 1852 the exemption existing for Friendly Societies from direct 
taxation on investments, and when, in 1853, the Friendly Societies 
obtained exemption also as regards profits, this was by the 
implication of the words of the Act of 1852 extended to the 
Industrial and Provident Societies. Even in the second special 
Act of 1862, though they were no longer defined as carrying on 
their adventure in common, their exemption is not yet on their 
own merits, but is to be the same as that given to the Friendly 
Societies. 

The assumptions as to the nature of the Industrial and Provi- 
dent Societies changed in more than one way. While in the 
Act of 1876 they are still defined as carrying on any “labour, 
trade, or handicraft,” in the Act of 1893 they are simply Societies 
“ for carrying on any industries, businesses, or trades ”’ specified 
in their rules. Again, in the Acts of 1862, 1867, and 1876, the 
limitation of the interest of any member is £200 in the Society 
or its funds, but in 1893 this applies only to the shares; and, 
since minors could be members since 1876, a considerable exten- 
sion of investment interest was possible for a household. It has 
never been a matter of their legal constitution that a dividend 
should be paid on purchases. As long as there was a limitation 
in the rate of share interest to 5 per cent., something else had to 
be done with the surplus over that, but this limitation was 
removed in 1862. They must now simply have a “rule as to the 
application of profits.” 

With these changes in their nature, there appears since the 
Act of 1867 the clause that the exemption from assessment is not 
to apply to members of the Societies if they are otherwise liable. 
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In 1867 and 1876, the clause was in the form that it applied to 
members who received a portion of the profits, but the words in 
1893 are that no member is ‘‘ exempt from any assessment under 
Schedule C and D,” to which he would otherwise be liable. The 
then ruling Income Tax Act of 1853 said that Schedule D was “in 
respect of the annual profits or gains arising or accruing to any 
person or persons whatever, from any kind of profits, or from 
any annuities, allowances, or stipends . .. and in respect of 

. other annual profits not changed by virtue of any of the 
other Schedules.”’ Since 1842, there has been a rule of the income 
tax that, in estimating taxable profits, “no deduction shall be 
made on account of any annual interest or any annuity or other 
annual payment payable out of such profits or gains.” 

What, then, is the significance of the insertion of this clause 
as to personal liability? The most likely interpretation is that 
the growth of the Societies, and the changes in their form, caused 
its insertion. Indeed, there is good evidence that, there was a 
presumption of individual liability, but that for a time nothing 
was done about it, on the ground of low incomes. This appears 
in the following ways. First, by the evidence given by Mr. 
Holyoake to the Committee on Co-operative Stores in 1879. He 
said that “they always attempted to lay income tax upon us. 
If the Government chose, it could levy income tax on all Societies, 
but our members are too poor to be responsible for it.” And 
again: “‘ We have no exemption except from registration fees, 
and we seek no exemption from general taxation. Those who 
are exempted are protected by the charity of the State. We 
intend to pay our share of the common taxation; if we can’t 
pay, it is our misfortune, not our fault.”” The Society is exempt, 
but “if any part of the profit comes to me, I should be bound 
to report it.”” Secondly, by the fact that, while the Act of 1867 
required the Societies to send lists to the revenue authorities of 
members to whom payments of a certain size were made, this 
clause was dropped in 1876, having been found useless. Thirdly, 
by what seems the decisive fact that the Surveyor of Taxes did 
assess the dividend of mutual trade in a very clear case, and 
succeeded in both the Queen’s Bench Division and the Court of 
Appeal. In the House of Lords in 1889 the judgment was given 
against him. Of all the judges who heard this case, seven were 
for taxing and four against. This is the case by which the law is 
now interpreted. 

The now ruling Act of 1893, in spite of this judgment, repeated 
the personal liability clause, as also did the Income Tax Act of 
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1918. Of course, under Schedule D, there was the possibility 
that profits on non-member trade and public contracts might 
have to be assessed, and it might be held that this explains the 
clause, there being something else than the dividend for it to 
refer to. It is also possible to interpret it as referring specially 
to Schedule C, since this is mentioned along with Schedule D, 
and there is no doubt of personal liability under C. Besides, not 
all Industrial and Provident Societies are co-operatives. Never- 
theless, I think that the absence of an explicit exemption of 
dividends to purchasers, after the decision of 1889, maintained 
a doubt. That decision was in an insurance case, a not unim- 
portant limitation. 

3. This being the legal story, let us turn to the judicial inter- 
pretations. It is on them that the present exemption rests, by 
extension from insurance to mutual trade generally. There are 
four steps in the interpretation. The details are appended. In 
the first (Padstow) case, it was decided that a mutual Society is 
for the profit or gain of its members, as profit is understood by 
the Companies’ Act. In the second (Mersey) case, it was decided 
that a profit depends on how it is made, not on the use to which 
it is put. The Mersey Docks and Harbours Board was held 
liable on its profits, even if they were applied in reduction of the 
rates of Liverpool. “‘The gains of a trade are that which is 
gained by the trading, for whatever purpose it is used. Whether 
it is gained for the benefit of a community or of individuals, 
whether the benefit is to be gained by individuals or by lightening 
public burdens, it is the same.” In this case, the profits were 
largely if not mainly derived from dues levied on persons who 
were not rate-payers; it was non-member trading. But the 
principle established is important, and was followed up later. 
In Last’s case, it was decided that, if a company contracts to 
give to a group of its customers a definite share in the profits 
arising solely out of their custom (reserving another share to its 
own shareholders), the former share is taxable as well as the 
latter, and is not an expense to be deducted. If a trader gives, 
by coupons or otherwise, a bonus to customers, that is a deductible 
expense. But this case decided that it must be held possible to 
make such a contract as one for a share in the profits. This was 
an insurance case, the receivers of the share in profits being the 
holders of participating policies, and the Company also did other 
insurance business on an ordinary basis. The beneficiaries were 
not as such members of the company, though their dividend 
arose entirely out of their own transactions with it. In one 
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sense, there was not mutuality, in another there was a degree 
of mutuality. The rule of 1842, referred to above, and the 
Mersey case, were applied in this judgment, which is not always 
thought to be good law. But it is law that definite terms of 
division of profit are not an expense to those who give the terms. 
It was not therefore surprising that in Styles’ case, the Surveyor 
of Taxes charged to income tax the returns to participating 
policy-holders of the bonuses of an insurance society, of which 
they were the only members, and which had no shares. By 
continuity with the previous cases, the lower Courts unanimously 
allowed the tax, but the House of Lords disallowed it. The 
doctrine of mutual trade was expounded by the Law Lords, and 
Last’s case was distinguished by the fact of the non-membership 
of the beneficiaries. When, in 1921, another Surveyor of Taxes 
assessed the whole surplus of another insurance Society, which 
also had no shares and whose members were identical with the 
insured, on the ground that the surplus was all put to reserve, 
he was defeated in all three Courts on the precedent of Styles’ 
case.t But it is notable that he (that is, the Crown) took it to 
the Lords. 

A layman can only comment on what seem to be imperfect 
applications of these insurance cases to trading as a whole. 
First, in insurance there is only one thing dealt in; as if a Co- 
operative Society sold nothing but tea. Then the purchaser 
would be receiving dividend strictly on his own purchases. And 
each person has only one transaction a year. The judgments 
appear to owe much of their force to the simplicity of the case. 
The fact of incorporation could then easily be, as it was, allowed 
to be immaterial to the “return of the over-charge.” And 
secondly, the thing dealt in in insurance is practically beyond 
the control of the Society; it is the death-rate of the members. 
The economies of trading and management and employment 
are here represented only by the care with which the lives—that 
is, the members—are originally selected. One may doubt if this 
is a convincing precedent from which to argue to the turn-over 
of funds in trade, largely in purchases from non-member sellers, 
and through the extensive employment of what as such is non- 
member—that is, non-participating labour. 

4. A word may be added on the attitude of the Inland 
Revenue. It issued Memoranda in 1901 and 1904, in which it 
confidently applied the legal decisions to the co-operative divi- 
dend. ‘It would be absurd to argue that, merely because the 


1 S.W. Lancs. Coal-owners’ Association Case, 
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Societies, instead of realising their savings in the immediate 
form of low prices, choose to pay higher prices and to make a 
distribution of dividend, the members have added to their taxable 
income.” ‘Their main object is not profit, but joint saving 
by members.” These views were accepted by the Departmental 
Committee of 1904-5. But the witness of the Revenue to the 
Income Tax Commission spoke rather differently. ‘‘ The ques- 
tion is one of law, and, as such, the Board are advised, in the light 
of decided cases, that it admits of no reasonable doubt.’ The 
chief witness on the other side was pressed with the statement 
that he was asking the Commission “‘ to set aside the considered 
opinion of (among others) every official of the Board of Inland 
Revenue ”’; but the Board’s witness went on to say that it was 
“perfectly clear from the Styles case that . .. the Revenue 
took up the position that the so-called dividends were taxable 
and should be taxed, but the Courts took the other view.” 
** That,” he added, “‘ is the whole trouble that we have been faced 
with.” 1 It was after this that the Revenue again endeavoured 
to assess mutual profits, in the Lancashire Coal-owners’ case. 
E.P.D. had been expressly levied in 1915. The Income Tax 
Commission held the dividend to be non-taxable, except the 
amount put to reserve, and none of it is now taxed. 

5. What we have to discuss as economists is the judgment 
of 1889, for the opinions then given cover the ground of the 
later contentions, which are often taken for granted. 

First, there is the view that the dividend cannot be a profit, 
because the Societies can affect its amount by charging higher 
or lower prices. They can abolish it by selling at cost. It there- 
fore represents the consumers’ surplus of a method of doing 
business. Counsel for the appellant argued that “this con- 
sideration is conclusive as to its not being profit.” Lord 
Macnaghten argued that “if a profit can be made in that way 
(by over-charging themselves) there is a field for profitable 
enterprise capable of indefinite extension,” and Lord Herschell 
that “ some fallacy must surely lurk in an argument which would 
lead to such a conclusion.” This point was not directly taken 
in either of the dissenting judgments, a notable omission. Now 
I do not feel convinced by this line of argument. For it is 
impossible to say what would be the competitive reactions if the 
Societies were to sell at cost and without dividend. The private 
traders have in their evidence welcomed the suggestion, and said 


1 Qn. 18,157, 19,629, 19,683, 19,615. 
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that they would know how to meet it.! If the market met the 
lower prices, the dividend would disappear, and there would be 
no reason for dealing with a co-operative rather than with any 
other shop. It does not then follow that the Societies could pay 
an economic interest on capital and clear their books. The 
dividend is regarded, in fact, as an essential practice for the reten- 
tion of custom. Nor is it certain that they could retain the custom 
by selling much above the market prices; members do not re- 
strict their purchases to the Society to which they belong. 
Subject to the market conditions which determine its scope, the 
dividend is a trade practice or device, the effect of which is to 
create (together with the influence of the co-operative ideal) a 
measure of preferential buying, and so a greater volume of sales. 

Secondly, and related to this, is the view of the return of an 
over-charge. The arguments gave force to this by taking very 
simple cases. Suppose, it was said, that five men contribute 
£10 each for a tour the expenses of which come to only £40; 
is the £10 which is returned a profit? If what is implied is mere 
purse-bearing by one member of the party, who cannot effect 
the costs of a predetermined journey, the answer would be no. 
But if, by having £50 in hand, he is able to risk adventures which 
turn out fortunately, so that the whole cost is then only £40, it 
is not so clear; there has been a larger real income than in the 
former case. The full contribution was necessary to the enter- 
prise and its result. I have already pointed out that insurance 
was not the best of precedents for a generalisation; and Lord 
Watson’s remarks were coloured by their application to insurance. 
He said: “‘ When a number of individuals contribute funds for 
a common purpose, such as the payment to some or all of them 
on the occurrence of events certain (n.b.) or uncertain, and stipu- 
late that their contributions, so far as not required for that pur- 
pose, shall be repaid to them, I cannot conceive why they should 
be regarded as traders, or why the contributions returned to 
them should be regarded as profits.” I submit that we are not 
dealing with so simple an operation as putting down a shilling 
for a tenpenny article, and getting the change quarterly in a 
lump sum. It is by trading with shillings that the tenpenny 
cost is made possible. The ex post facto argument was met by 
Lord Halsbury as follows: “If it were true that each individual 
did only subscribe what was supposed to be necessary to accom- 

1 Especially to the Departmental Committee of 1904-5. 


2 A golfer wins a hole with the help of a handicap stroke. It does not follow 
that he would have halved it without the stroke. The stroke affected the play. 
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plish the desired object, and that either miscalculation or some- 
thing else at the time of the original subscription made that sub- 
scription excessive, and that the individual subscriber got back 
his excessive subscription and no more, or only such a sum as 
would make up the difference between his actual and what I 
will call his proper subscription, I could follow the argument. 
But I do not so understand the facts. The associated adven- 
turers get their original subscriptions and something more;.. . 
they get their proportionate share of the good trading or fortunate 
adventure which has taken place during the year.” In other 
words, as I understand it, the risks against which the insured 
enjoyed in the interim the security of insurance were the proper 
market risks, and they could not have enjoyed that security for 
lower premiums than they paid. The unknowns at the time of 
subscription cannot, on the analogy of the “ change ” in a money 
payment, be treated later as if they had been knowns. The 
subscribers were not over-charged for their security, but made 
a profit in the only way in which life insurance ever does make a 
profit, by the luck of the death-rate, if the management was 
competent in selecting the subscribers. Anyone who invests 
£5000 for an expected rate of interest of 4 per cent., and realises 
5 per cent., may regard the transaction as having given him the 
expected income for £4000; but the way in which he looks at it 
does not alter the nature of the gain. He might also say that the 
transaction had saved him his rent. Any extra profit can, after 
the event, be related to the original charge as a virtual deduction. 
But it does not follow that, if every investor in this instance had 
invested only four-fifths of what he did invest, there would have 
been an extra profit to distribute. In the same way, the co- 
operative market prices created the funds whose turnover was 
needed for the scale of the enterprise, and for the employment 
of labour and management of adequate efficiency. The “ return 
of over-charge ” appears to me to be an arbitrary account of the 
facts. 

This may be looked at also in the light of a distinction of old 
standing in the theory of taxation, between the basis, the source, 
and the application of resources. A tax based on income may 
come out of capital and be applied to either. The co-operative 
dividend is based on purchase prices, but it may be due to costs, 
and it may be applied in various ways. It need not be considered 
as applied to the original prices as a deduction. Suppose that 
it were distributed in the form of family allowances, so much 
for an adult and so much for a child. Its basis and source would 
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be the same, but it would lose its reference to the prices. Would 
it then be possible to view it in the light of the over-charge 
idea? Weare in the habit of regarding a dividend as a proportion 
of something, and if not of capital, then of prices; but need it 
be considered as anything but arealisedsum? We need not apply 
it to its basis at all. 

Thirdly, there is the question of mutuality. This is not to 
be taken as that individual mutuality which means that the 
receiver of dividend relates it to his price as a deduction. Nor 
does it seem to be quite relevant to apply the maxim that “a 
man cannot trade with himself” to a Society of persons who 
deal entirely with each other; such a Society would, it is true, 
have no “in-come ” from outside, and looked at as a whole it 
would be called entirely mutual. It is not Societies that are 
taxable, but individuals; to cut out the individual relations is 
to cut out the problem. Again, there are accidental aspects of 
mutuality which do not theoretically matter, such as common 
locality, nationality, or social class. 7 

The question of motive must also be taken out of the meaning 
of mutuality. Three of the Law Lords made this a reinforcing 
idea. In the conditions of the dividend, the members “ cannot 
be regarded as carrying on a trade or vocation for the purpose of 
earning profit.” Two of them went further, and held that a 
mutual body did not do any trade. This interpretation had to 
be rejected in a later judgment, when Corporation Profits Tax 
was levied.1 Mutuality must not be given any special savour ; 
and the law does not exempt good motives, if a profit is made. 
A Bible Society is taxable on its profits from the sale of hymn- 
books. It is frequently held that the aim of co-operation is to 
create saving and thrift, but a person can save allowances, or 
profits, or anything else. 

When formal association subject to law and regulations is 
necessary to any such enterprise, the individual who is both 
member and customer cannot claim exemption from profit- 
making on the ground that he “cannot trade with himself,” 
unless he could escape other obligations on the ground that 
he cannot make a contract with or owe a debt to himself. 

The Law Lords held that the identity of members and cus- 
tomers created mutuality, and that therefore Styles’ case was 
different from Last’s case. It was different in that aspect of 
mutuality. But it was similar in another aspect of mutuality 
—namely, that the insured persons were associated together as 


1 Cornish Mutual Assurance Co. (1926). 
No. 169.—vo.L. XLIm. E 
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a special group with a separate account, and that by their number 
they made possible the gain to each in relation to the law of 
averages. This is what corresponds to the association of co- 
operators as individuals to purchase from the same shop. It is 
the special factor of goodwill, and it separately contributes to 
the gain of the organisation. 

It appears that the English co-operative societies make 
about twice the profit on turn-over of ordinary retail trade. 
Mr. Neal thinks that the ordinary margin for a progressive 
business is about 4 per cent., and this is verified by Mr. Dobbs, 
who gives a rate varying for different trades between 3 and 6 
per cent. With the dividend, the co-operatives pay, according 
to the returns, about 10 per cent. They sell at market prices. 
Their average shop has ten times the turnover of the average 
independent shop, and twice that of the chain-store unit.? 
Unless their average shop requires five times the capitalisation 
of the latter, which is very unlikely, they must have some special 
source of profit to account for the difference. This is the goodwill 
which comes from the more or less implicit association of the 
members as purchasers, a special aspect of mutuality, which 
lessens especially the cost of advertisement.® 

We cannot put this extra gain aside as not profit, on the 
ground that it does not obtain in any ordinary company. An 
extra gain is to be expected, due to the efforts and sacrifices of 
the associated members, who deliberately do not buy elsewhere. 
Professor Pigou put it to a witness before the Income Tax Com- 
mission that the interest on share capital and expenses of manage- 
ment of an ordinary firm are fully allowed for in co-operative 
share interest and expenses of management, and were there to 
tax if there were no other surplus; so that, if co-operation 
extended over the whole of industry, “the profit left to tax 
would be exactly the same as it is at present, because dividend 
is something over and above what the ordinary company calls 
profit.” + I think that if the dividend comes from goodwill, 
an ordinary company would call it profit; if it is a taxable profit, 
there would be more to tax if co-operation spread, because the 
selling would have more reliable markets. 


1 Neal, Retailing and the Public, p. 124; Braithwaite and Dobbs, Distribution 
of Consumable Goods, p. 270. 

2 Dobbs, op. cit., p. 238. 

5 Mr. Neal gives figures to show that a cash trading policy would save at 
least 5 per cent. of the gross margin, which is about the difference shown by the 
above data (10 per cent. less 4). Op. cit., p. 123. 

* Qn. 18,632-7. 
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This degree of mutuality may exist, and cause profit, with- 
out the other mutuality which is due to the identity of members 
and customers. If persons are associated as customers, they 
may, as in Last’s case, receive the profit of that association by 
contract with other persons who do the management, in which 
case they will not receive the whole of the profit; or they may 
do their own management, as in Styles’ case, or that of a trading 
co-operative Society. But the question how the management 
is done does not affect the nature of the gain which arises from 
the purchasers’ mutuality. In Last’s and Styles’ cases that was 
the same. And that is the question of the special dividend. 
This question was not dissolved by reference to the shareholder- 
purchaser mutuality, for it did not depend on that. Last’s case 
showed that it did not. It separated the two meanings of 
mutuality. Indeed, Lord Bramwell, who supported the Styles 
judgment, had pointed out in Last’s case that, in order to escape 
liability, ‘‘ as far as insurance companies are concerned, all they 
will have to do will be to alter their language ”’—and a profit 
will disappear! Not for economics. 

The meaning of mutuality has not really been made clear, 
and the Law Lords were content to separate Styles’ case formally 
from Last’s, as a matter of the management of the funds. They 
did not explain why this separation made a difference to the 
meaning of profit. They tended to move over in their argu- 
ments to what is quite different, the over-charge theory. If my 
argument is right, the judgment in Last’s case was good 
economics, and the maxim of the Mersey case that a profit 
depends on how it is made, which Last’s case applied, retains 
its authority. 

There is no presumption in dealing thus as economists with 
the legal decisions. It has been pointed out that a majority of 
all the judges who heard Styles’ case were for the tax. In 1927, 
the Crown again took the question to the House of Lords, and 
claimed tax on the whole surplus of another mutual assurance 
Society which had no shares and no outside trade.2 It was 
possible for Lord Halsbury, as Lord Chancellor, to say in Styles’ 
case that as regards the profit-making he could not see any 
difference from Last’s case. The Inland Revenue witness to the 
Income Tax Commission, pressed as to the definition of mutual 
trade, said it was “‘ something between trading with oneself and 

1 Since this was written, the new volume of Tax Cases carries the matter 
further by the remarkable decision in Municipal Mutual Insurance Ltd. v. Hills. 
This is appended, with comment on its bearing. 

2 S.W. Lancs, Coal-owners’ Association. 
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trading with other people,” and that a profit depended on how 
it was made “except in mutual trade.” These uncertainties 
justify economic argument on the judgments. 

Fourthly, there is another consideration which arises out of 
the actual administration of co-operative Socicties. They are 
free to decide on the application of their whole profit. As a 
matter of custom, they pay usually 5 per cent. on share capital, 
and the rest to the purchasers. But they could pay only 2 per 
cent. on their shares, and so increase the dividend. It is there- 
fore in their own discretion to say whether a part of their whole 
profit is taxable or not, so long as individuals are liable on share 
interest only. It is difficult to reconcile this discretion with any 
principle of taxation, and it would be an important resource if 
co-operation extended to trade between other than working- 
class customers. 

Fifthly, the view that an organisation can only make real 
profit out of dealings with non-members cannot be limited to 
the idea of non-member purchasers. When the organisation is 
one which employs a great deal of labour which, as such, does 
not participate in dividends, argument is possible that on this 
ground the gains are profits. 

Lastly, I return to what was called in the beginning the 
volume of irade argument. If co-operation were to extend 
generally, would the revenue from income tax not be seriously 
affected, so long as the purchasers’ dividend was exempt? 
Large amounts of profit would be turned into mutual gains, 
by a different basis of distribution. But a change of basis of 
distribution is irrelevant to the real causation of profit. Yet 
on the theory of mutuality as established by the judgments, 
this change will affect the amount taxable. This was the point 
urged in some questions put to the co-operative witnesses before 
the Commission by Mrs. Knowles,! and answered by the state- 
ment that “‘ our purpose is to do away with profit.” It is plain 
that, if this went far, either a new tax would have to be imposed, 
like the Corporation Profits tax or a turnover tax, or income 
tax would have definitely to be applied by statute to the surpluses 
going to purchasers. The private traders always urge that a 
“volume of trade” is escaping taxation, but their objection 
only comes to anything if co-operation spreads far beyond its 
present boundaries. Reflection on what is happening in the 
interim may be obtained from the example of Russia. There 
the co-operatives are the public system of distribution, covering 


1 Qn. 18,871-3. 
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most of the field of distribution of consumable goods, and with 
this extension of their bounds it is found necessary to levy on 
their profits both a turnover tax and an income tax of 10 per cent. 

The achievements of working-class co-operation are in its 
democratic system of government and its wider distribution of 
profit. While I do not think it is valid to deny the fact of profit, 
that movement need not be concerned over the argument pre- 
sented in this paper. Its members will be exempt on income 
grounds to such an extent that the Revenue will prefer some 
compromise arrangement, rather than be faced with a multitude 
of claims for repayment. A compounding rate of a few pence 
in the pound on the dividend would mean very little, since other 
adjustments of the present taxation under other Schedules would 
be necessary. It would be as well to give private traders no 
reason for the present acrimony. It follows, too, from my 
argument that the idea is mistaken which regards the dividend 
as a concealed form of price-cutting; while the “return of 
over-charge ’’ or “‘ rebate” theory does give colour to this idea. 
But, apart from the point of theory, there is the possibility of 
further development of the co-operative method. The Rochdale 
Pioneers did not intend to show how capitalists of greater per- 
sonal resources could escape from income tax on profits ‘“ by 


altering their language.”’ Y,  Wikecioe 


SUMMARY OF CASES 
Padstow Assurance Association :— 

By the rules of a mutual marine insurance association, it 
was provided that all persons who effected an insurance should 
be members. In case of the total loss of a vessel, the members 
were to pay the loser the amount for which he had insured it, 
rateably. ... 

Held, that although the business of the association had not 
for its object the acquisition of gain by the association, it had 
for its object the acquisition of gain by the individual members. 

(Chancery Cases, Vol. 20, 1882.) 


Mersey Docks and Harbour Board v. Lucas (Surveyor of Taxes). 
A corporation was constituted for the management of the 
Mersey Dock estate by an Act which provided that the moneys 
to be received by them from their dock dues and other sources 
of revenue should be applied in payment of expenses, interest 
upon debts, construction of works, and management of the 


1 Haensel, Economic Policy of Soviet Russia, p. 142. 
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estate; and that the surplus should be applied to a sinking fund 
for the extinction of the principal of the debts; and that after 
such extinction the rates should be reduced; and that except as 
aforesaid the moneys should not be applied for any other purpose 
whatsoever :— 

Held, that under the Income Tax Acts the corporation was 
liable to income tax in respect of the surplus, though applicable 
to the above-named purpose only. 

(Appeal Cases, Vol. 8, 1882.) 


Last (Surveyor of Taxes) v. London Assurance Corporation. 

A life insurance company issued “ participating policies ” 
at an increased premium, according to the terms of which at the 
end of each quinquennial period the “gross profit” of such 
policies were thus dealt with: two-thirds were returned by way 
of bonus or abatement of premiums to the holders of such 
policies then in force; the remaining third went to the com- 
pany who bore the whole expenses of the business, the portion 
remaining after payment of expenses constituting the only 
profit available for distribution among the shareholders :— 

Held, reversing the decision of the Court of Appeal, that 
the two-thirds returned to the policy-holders were “ annual 
profits or gains ” and assessable to income tax. 

(Appeal Cases, Vol. 10, 1885.) 


New York Life Insurance Company v. Styles (Surveyor of Taxes). 

A life insurance company had no shares or shareholders. 
The only members were the holders of participating policies, 
each of whom was entitled to a share of the assets and liable 
to all losses. A calculation was made by the company of the 
probable death rate among the members and of the probable 
expenses and other liabilities, and the amount claimed for 
premiums from members was commensurate therewith. An 
account was annually taken, and the greater part of the surplus 
of such premiums over expenditure referable to these policies 
was returned to the policy-holders as bonus, either by addition 
to the sums insured or in reduction of future premiums. The 
remainder of the surplus was carried forward as funds in hand 
to the credit of the general body of the members. It being 
admitted that the income derived by the company from invest- 
ments, and from all transactions with persons not members, was 
assessable to income tax :— 

Held by four Law Lords that no part of the premium income 
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received under participating policies was liable to be assessed 
to income tax as profit or gains under Schedule D; and that 
Last v. London Assurance Corporation was distinguishable, 
the income in that case being derived from transactions with 
persons not members, and not (as in the present case) from 
mutual insurances between members only :— 

Held, by the Lord Chancellor and one other Law Lord, that 
Last’s case governed the present case, and that the surplus 
returned or credited to members was liable to income tax. 

(Appeal Cases, Vol. 14, 1889.) 


Jones v. S. W. Lanes. Coal-owners’ Association, Lid. 

A company limited by guarantee had for its sole effective 
purpose the indemnity of its members in respect of fatal accidents 
to workmen. It was a purely mutual concern. A fund was to 
be established by means of ordinary calls upon the members. 
At the end of each year the surplus of the fund was to be carried 
to a reserve fund. ; . 

Held, that the surplus did not constitute profit liable to 
income tax. 


Styles’ case applied. (Appeal Cases, 1927.) 


Municipal Mutual Insurance Ltd. v. Hills (Inspector of Taxes). 

This Company had no shares. Its effective control was in 
the hands of the fire-policy holders, who alone were entitled, in 
case of a winding-up, to the surplus assets. ‘The Company under- 
took other forms of insurance. The surplus was applied to 
cumulative reductions of fire premiums, but not of other pre- 
miums. It was admitted that the surplus of the fire-policy busi- 
ness, being mutual, was not liable to tax, and that the surplus 
derived from other insurance with non-members was liable. 

Held, that the surplus on other insurance than fire, done with 
fire-policy holders (members), did not arise from mutual insurance, 
and was liable. 

(Tax Cases, 1932.) 

(Mutatis mutandis, if the members of a co-operative society 
were defined as buyers of sugar, and the society also sold other 
things, but the whole surplus were divided on sugar alone, then 
the surplus derived from trading with the members on tea and 
other things would be taxable; because gud buyers of tea they 
were not members. 

This seems to reduce the question to a bare formalism which 
economists cannot accept.) 








THE POPULATION PROBLEM IN INDIA 


THE eightieth birthday of Dr. James Bonar on September 27th 
last is a fitting occasion for a festschrift article on the population 
problem of India. Since the publication of Malthus and His 
Work forty-seven years ago, Bonar has done more perhaps than 
any other living economist to interpret Malthus, who always, to 
use Wagner’s words, “ put too sharp a point on his doctrine ” in 
order to make himself understood. ‘“‘ Whatever I may have 
said,” says Malthus in the sixth (1826) edition of the Essay, “in 
drawing a picture professedly visionary, for the sake of illustration, 
in the practical application of my principles, I have taken man as 
he is, with all his imperfections on hishead. And thus viewing him, 
and knowing that some checks to population must exist, I have 
not the slightest hesitation in saying that the prudential check 
to marriage is better than premature mortality. And in this 
decision I feel myself completely justified by experience.” ! 
Malthus is of special interest to India, as from 1805 to his death 
in 1834 he held the professorship of Political Economy in the 
East India College at Haileybury, the first professorship in that 
subject in England, and although his classes were ordinarily only 
of twelve or fourteen students, his influence during these twenty- 
nine years on the future administrators of India was great. 
“Of all the instruction which the servants of the Honourable 
East India Company have ever brought with them from their 
parent land to India,” wrote Sir William H. Sleeman in his little- 
known work An Analysis and Review of the Peculiar Doctrines 
of the Ricardo or New School of Political Economy,? “ that which 
they derived from the lectures of that truly amiable man, Dr. 

Malthus, on Political Economy, has been perhaps the most 
substantially useful to the country.” 

The problem of population in India to-day, indeed of Asia, 
is not that of the West, where from the late ’seventies or early 
’eighties of last century there has been a most striking fall in 
birth- and mortality rates. In the West during this period of 
fifty years the principle of the limitation of families has been 
continuous, and to-day it is regarded as a highly rational social 


1 Essay, sixth edition, Vol. II, p. 463. 
® Published in 1837 at Serampore, Bengal. 
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policy. We see that population can be checked by causes not 
connected with food. The effects of widespread and accessible 
education have been to change men’s ideas in regard to the 
importance of the standard of comfort. Civilisation is the story 
of man’s control over Nature, mainly by mechanical means. It 
is this control that has in the main been the cause of the decline 
in birth-rates. A hundred years ago in the West almost exclusive 
importance was given to the birth-rate, and the effect of a lowered 
death-rate as a factor of increase was not fully realised even by 
Malthus.! In India there has been, since registration was under- 
taken in the ’eighties of last century, no change in the birth-rate. 
The Hindu mind is deeply religious, and marriage, with all its 
religious ceremonies, is universal. Moreover, if we look back 
over the last seven decennial censuses, there is nothing to show 
that, in CantiJlon’s words, ‘men multiply like mice in a barn 
if they have unlimited means of subsistence.” ? In recent years 
there has been some decrease in the death-rate, as is not unex- 
pected owing to the increased efforts to improve sanitation and 
prevent disease. How far do factors at work in India to-day 
make the problem of population different from that of Western 
countries ? 

The Census of India is a triumph of organisation, and it has 
attained high accuracy in the count of population. The 1931 
Census covered an area of 1,800,000 square miles and dealt with 
a population of 353,000,000. The enumeration is synchronous, 
although not absolutely so. The main consideration in deter- 
mining the date is that it should be as near as possible to the 
anniversary of the previous decennial census; that there should 
be moonlight between 7 p.m. and midnight when the enumerators 
on their rounds verify their schedules; and that fairs or festivals 
which would disturb the normal distribution of the population 
in any province should be avoided. It is almost impossible to 
avoid completely fairs or festivals in so wide an area as the 
British Empire. For India Proper census night was fixed for 
February 26th. On account of a festival, Burma was permitted 
on this occasion to hold its census two days earlier, viz. on 
February 24th. In some of the Himalayan districts where at 
the time of the census the snow is heavy the count has to be 
done in the preceding autumn before the heavy snowfalls occur. 
The district forms the main unit, and it is divided into charges 


1 Essay, sixth edition, Vol. II, p. 461. 
2 Essai sur la Nature du Commerce in général, Richard Cantillon. Higgs’ 
edition (London: Macmillan & Co., 1931), pp. 82-83. 
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and blocks. A block consists usually of thirty or forty houses, 
and it is here that the enumerator, after training, makes his 
preliminary enumeration three weeks or a month before the 
census date, so that on census night he has merely to revise the 
entries on his schedules which he has written up for the population 
in the block. This enumeration is carefully prepared and checked 
before the census, and the immobile nature of the population 
makes it possible for a high standard of accuracy to be obtained. 
Special measures are taken to count those on trains or boats or 
in cantonments, hospitals, asylums, jails, etc. 'The Land Revenue 
staff and schoolmasters are used to a large extent. When the 
district figures are ready, they are sent to provincial head- 
quarters, and the Census Superintendents in provinces and in 
Indian States in turn send their figures to the Census Commis- 
sioner. For the tabulation of results the entries in the schedules 
are copied by clerks on to the slips. These slips are manipulated 
into the various combinations required for the different tables. 
Owing to difficulties of coding and punching and of language (as 
there are 225 vernaculars exclusive of dialects, with twenty 
scripts, and, with the exception of three, each of these vernaculars 
is spoken by about 2,000,000 people, slip copying and sorting are 
at present cheaper than the use of machines. The mechanisation 
of the Indian Census is, however, as Dr. Hutton rightly says, 
“‘ probably only a matter of time, and is greatly to be desired, 
but probably involves the creation of a permanent statistical 
department instead of a pitiable ephemeron, unable to put into 
practice the knowledge acquired from its too brief experience or 
to continue experiments till a satisfactory solution is obtained 
for its problems.” 
I 

If the recent careful estimates of Willcox be accepted for the 
population of China—viz. 342,000,000—then India is now the 
most populous country in the world.1 The total population is 
352,837,778. British India accounts for 271,526,933, or 77 per 
cent., and Indian States for 81,310,845, or 23 per cent. 'There 
has been since the last decennial census, an increase of 33,895,298, 
or 10-6 per cent., the greatest real increase in any of the seven 
decennial censuses. ‘“‘ The most decisive mark of the prosperity 
of any country,” said Adam Smith bluntly, “is the increase of 
the number of its inhabitants,” a statement which would nowa- 


1 International Migrations, Vol. II. New York National Bureau of Economic 
Research, 1931, p. 42. 
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days not be accepted without challenge. The previous record 
increase was in the census of 1891, when the real increase over 
1881 was 9-6 per cent. The density is 196 persons per square 
mile, as against 177 at the previous census, and this varies in 
rural areas from 1 person per square mile in parts of Baluchistan 
to 2000 per square mile in the thickly-populated rural] parts of 
the south-west coast. The density in England and Wales is 
685 persons per square mile, 686 in Belgium and 800 in Java. 
The total number of Europeans is 176,654, or the surprisingly 
low figure of only 0-05 per cent. of the total population of India, 
and of these 70,034 were British soldiers. The figure is 0-4 per 
cent. more than at the census of 1921, but is still 11-6 per cent. 
below the high-water mark of 1911 (199,776). I believe the 
figure to be less than 176,654, because half-castes, Anglo-Indians, 
not handicapped by excessive colour, have managed to get 
themselves classified under ‘‘ Europeans” in place of Anglo- 
Indians, whose number is 139,895. The Census Commissioner 
believes that Europeans in India probably now number little 
more than 150,000 and Anglo-Indians 170,000. The falling off 
in the number of the white races in India is in part due to the 
collapse of the post-war boom at the 1921 census, the unparalleled 
trade depression at the 1931 census, and to increased Indian- 
isation all round. This decrease of Europeans in India is in 
contrast with the increase of the white races generally, which are 
growing at a more rapid rate than the coloured races.1 

The first main conclusion resulting from a study of India’s 
population is that it is wrong to believe that the population is 
increasing with great rapidity and that the country is over- 
flowing with a plethora of human beings. “ The principal object 
of the present essay,” said Malthus, ‘“‘is to examine the effects 
of one great cause intimately united with the very nature of man, 
which, though it has been constantly and powerfully operating 
since the commencement of society, has been little noticed by 


1 In the present century the increase in population has been 53 per cent. 
in North America (from 106,000,000 to 162,000,000) and 103 per cent. in South 
America (from 38,000,000 to 77,000,000). In Europe the increase has been 19 
per cent. (from 401,000,000 to 478,000,000), and in Australasia 50 per cent. 
(from 6,000,000 to 9,000,000). In Asia the increase is 11 per cent. (from 
859,000,000 to 954,000,000). In Africa the population has not really changed 
(1900, 141,000,000; 1929, 140,000,000). The total population of unmixed 
European stock is 642,000,000 (478,000,000 in Europe, 109-8 millions in North 
America, 30-2 millions in South America, 13-3 millions in Asia, 6-9 millions in 
Australasia, and 3-4 millions in Africa. Cf. International Migrations, Vol. II, 
edited by Prof. Walter F. Willcox, New York, National Bureau of Economic 
Research, 1931, and Dictionary of the Social Sciences, Vol. II, p. 564). The white 
stocks possess most of the valuable unpopulated areas of the globe. 
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the writers who have treated of this subject,” and “‘ The cause to 
which I allude, is the constant tendency in all animated life to 
increase beyond the nourishment prepared for it. . . . It may 
safely be pronounced, therefore, that population, when unchecked, 
goes on doubling itself every twenty-five years, or increases in a 
geometrical ratio.” 1 So far as India is concerned, I believe this 
to be a profound error. The population of India is certainly 
not increasing as Malthus, the Cambridge Wrangler, expressed 
it, “in geometrical ratio,” even when unchecked in the ordinary 
sense. Malthus is no doubt right in his assumption that the 
maximum birth-rate physiologically possible is excessive in 
modern conditions, that population tends—by no means an 
actuality—to multiply faster than subsistence, and when this is 
so poverty will be inevitable unless the population as a whole 
adopts means to restrict numbers, and without this preventive 
restriction there must be poverty. If man were no more than 
a tiger or a deer, and had no mental and moral equipment, 
population would be adjusted to resources as in the struggle for 
animal existence in the jungle. Malthus held that it was a 
fundamental fact that there actually is pressure against subsist- 
ence, and, mistakenly, that the supply of food beyond man’s 
control determined the size of the population. Food, in short, 
in Malthusian theory explained the misery of the past, and, 
indeed, in his view, would explain the misery of the future. 

The population of India has been of gradual growth, and it 
was only in the latter half of the nineteenth century, owing 
to increased economic development, railways, irrigation works, 
industries and trade, that population increased more rapidly 
than hitherto. In the present century, especially after the 
famine of 1900, population continued to increase with her economic 
advance until the world-wide influenza epidemics of 1918 and 
1919 (which are paralleled in their severity only by the Black 
Death in Europe of 1349) temporarily checked this upward 
movement. In India the direct mortality from the disease in 
1918 and 1919 was between 12,000,000 and 13,000,000, a figure 
nearly equal to the total estimated deaths from plague from its 
outbreak in 1896 to 1929. The total number of people affected 
by the disease was 40 per cent., or 125,000,000. The population 
increases, without these exceptional events, at about 8 per cent. 


1 Essay, sixth edition, pp. 2 and 6. Malthus has himself admitted the 
probability that having found the bow curved too much one way, he has bent it 
back too much in another direction, in order to straighten it. The history of 
civilisation undoubtedly shows that it is not time to assume that the human race 
tends absolutely to increase at a greater rate than the means of subsistence. 
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per decade according to estimates that I have recently made. 
The rate of growth, of course, depends on age distribution, which 
varies from time to time, but 8 per cent. would be the normal 
rate of growth provided there were no widespread calamity or 
exceptional unhealthiness. This is less than the actual increase 
in many countries, as will be seen from the following table. It 
is necessary to take a fairly long period, and not merely the last 
decennium, to compare the trends. If we take 30- and 60-year 
periods, the following results are obtained :— 


Annual Percentage Increase in Population at Censal Periods 
of 60 and 30 Years. 

















| 60 years (1871-1931). | 30 years (1901-31). 

India : ‘ : é : 0-69 0-66 
Japan. : Z : 3 1-62 1-33 
England and Wales . : - 1-26 0-76 

Italy . ‘ : : ; 0-91 - 389 - 
France . : : : , 0-26 0-25 
UsA.* . : : : 3°48 2 2-05 2 
Canada . : : : ; 3-02 3-08 
Australia : = ; 5-10 2-36 

1 Continental U.S. only. 2 1870, 1900, 1930. 


The progress of India’s population before the first census of 
1872 is difficult to estimate. Indeed, there have been centuries 
in the history of man when births exceeded deaths and others 
when deaths exceeded births. I estimated India’s population 
about 1650 at 80,000,000, and about 1750 at 130,000,000. The 
figure for 1850 is of the order of 190,000,000. Lieut.-Colonel 
W. H. Sykes, F.R.S., a distinguished statistician to the Govern- 
ment of Bombay, chairman of the East India Company, and one 
of the founders of the Royal Statistical Society, mentions, in 
the Journal of the Royal Statistical Society, 1847, that numerous 
writers have stated the population to be 150,000,000 souls. 
Dieterici and Behm, working on official data of the Statistical 
Bureau at the East India House, put the figure at 171,000,000. 
Willcox raises this to 205,000,000 by assuming (wrongly, I believe) 
that the rate of increase 1851-71 was equal to the average of the 
rates of increase of 1871-91 and 1881-1901. New areas were 
brought into the censuses from 1872 to 1901, and, what is very 
important, there was, as has been noted, an unusually large 
economic development brought about by the extension of railways, 
irrigation, commerce and industry towards the end of last century. 
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“The demand for men,” says Adam Smith, “like that for any 
other commodity, necessarily regulates the production of men.” 
In 1901 the population was 294,000,000, in 1921, 319,000,000, 
and, as we have seen, approximately 353,000,000 in 1931. But 
while in the present century the population of the United States 
has increased by 62 per cent., that of Italy by 27 per cent., that 
of England and Wales by 23 per cent., that of India has increased 
by about 20 per cent. France has increased hers by 7-4 per cent. 
It must, however, always be remembered that India is a country 
of universal marriage, that in most instances a gir] is married 
before reaching puberty and that practically every woman is 
married by tw ty. As Malthus points out, a son is of first 
importance, “ By a son a man obtains victory over all people; 
by a son’s son he enjoys immortality ; and afterwards by the son 
of that grandson he reaches the solar abode. Since the son 
delivers his father from the hell—named Puta—he was therefore 
called putra by Brahma himself.” 2 The Muslim, too, is taught 
by his Prophet, ‘‘ When a man marries verily he perfects half 
his religion.” In spite of this, the rate of growth of population 
does not exceed that of most other countries. On the other 
hand, among Hindus, widows are not allowed to marry in the 
higher castes except in Travancore, and this is consequently a 
check on the growth of population. There were 7:6 millions of 
widows of reproductive age (15 to 40) or 12 per cent. of the total 
number of women in that age-group, as compared with only 
23 per cent. widows in the reproductive age-group (15 to 45) in 
England and Wales, and of these latter a considerable number 
remalry. 


II 


The Indian birth-rate has not decreased in the last fifty years 
as it has in Europe and the United States. In recent years in 
some provinces, such as Madras, there has been a decided upward 
trend as compared with the years before the War. The birth-rate 
in the Punjab and the Central Provinces is as high as 45 per 
1000. The Indian birth-rate, therefore, stands midway between 
that of Europe and the United States, where it is falling, and 


1 How different is the attitude of Christianity, which Tertullian summed up 
thus: ‘“‘ Why should we long to bear children when we ourselves are longing to 
be removed from this wicked world?” St. Augustine believed that the city 
of God would be more quickly filled and the end of the world hastened if pro- 
pagation stopped. Similarly, the Council of Trent, 1545-63, held that the 
unmarried state was even better than the married. 

2 Essay, 1826 edition, Vol. I, p. 190. 
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that of Japan, where it is on the increase. The annual birth- 
and death-rates for British India are given in the appendix. 
The following table summarises the movement of the birth-rate 
in India as compared with Western and Northern Europe and the 
United States. Western and Northern Europe includes Great 
Britain and Northern Ireland, the Irish Free State, France, 
Belgium, Holland, Luxemburg, Germany, the Saar territory, 
Finland, Norway, Sweden, Denmark, and Switzerland. 


Birth-rates in India, Western and Northern Europe and the 
U.S.A., 1886-1930. 








. : Western and 

Period. India. Northern Europe. U.S.A 
1886-90 ‘ ‘ 35-65 30-2 — 
1891-95 ; : 34:24 29-7 —_ 
1896-1900. 36-62 29-4 — 
1901-5 ‘ : 38-59 28-4 — 
1906-10 ; ; 37°88 26-6 —_ 
1911-14 ‘ - 39-13 24-2 — 
1915-19 ‘ ‘ 35:97 17:0 — 
1920-21 ; 32°59 23-8 24-0 
1922-23 ‘ F 33°45 21-0 22°5 
1924-25 : ; 34:04 19-9 22-0 
1926. : ‘ 34:77 19-2 20-6 
tae , ; 35:27 18-2 20-6 
1928. ‘ : 36°79 18-3 19-8 
1929. : ; 35°47 — 18-9 
1930 =. ; ‘ 35-99 = 18-9 














The fall in the birth-rate for Western and Northern Europe 
as compared with the steadiness of the Indian birth-rate is very 
striking. The rate for Western and Northern Europe fluctuated 
considerably from 1750 to 1815, and then for twenty-five years 
after the Napoleonic wars it moved in a downward direction. 
For the next fifty years it was again steady, and in the late 
’seventies it began to drop, unti] in 1887 it fell below 31, in 
1905 below 28, in 1911 below 25, in 1922 below 22, and in 1927 
below 19. If the fertility and mortality rates be studied in 
order to ascertain whether a generation is producing sufficient 
children to replace that generation, we find at the moment that 
with the present fertility and mortality rates the population of 
Western and Northern Europe will very slowly die out, a 
process which may or will be changed by a considerable change 
in fertility rather than in mortality.1 In the United States 


1 Cf. Kuczynski, “ Births’’ (Dictionary of the Social Sciences, New York, Mac- 
millan, Vol. II, p. 568); idem, ‘‘ The World’s Population ” (Foreign Affairs— 
An American Quarterly Review, New York, Vol. 7, October 1928). 
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the scanty statistics available show from 1790 to 1820 an 
extraordinarily high birth-rate—probably about 50—and this 
fell to 42 in the ’forties or ‘fifties, to 38 or 37 in the ’sixties 
and ’seventies, and to 30 about 1900. In 1928 it did not 
exceed 21. 

The death-rate is high, and there is consequently a large 
amount of waste and short average duration of human life. A 
low death-rate is an index of social] betterment, and a high death- 
rate the reverse. ven if in regard to India the words of Malthus 
can be quoted, ‘“‘ From a review of the State of society in former 
periods, compared with the present, I should certainly say that 
the evils resulting from the principle of population have rather 
diminished than increased, even under the disadvantage of an 
almost total ignorance of the real cause ’”’ nevertheless we are far 
from “ that great vis medicatrix republice, the desire of bettering 
our condition, and the fear of making it worse”? which “has 
been constantly in action and has been constantly directing 
people into the right road.” * The average expectation of life 
at birth is only about 25 yeais, 2s compared with over 54 years in 
Great Britain. In 191! it was 22-59 years for males and 23-31 
years for females. Mr. L S. Vaid; anathan, F.I.A., the actuary 
appointed by the Government of India for the 193% Census, has 
kindly furnished me with full data to show the figures of the 
1921 Census for Baroda, a good random sampis, 1921 figures for 
India not having been published, and 1931 figures not being yet 
available. The figures show that for Baroda in 1921 the expecta- 
tion was from birth 22-4 years for males and 22-9 for females. A 
man and woman of fifty, for example, in Baroda have an expecta- 
tion of life of only 12-5 and 13 years, as compared with 21-4 and 
23-7 years respectively in England and Wales. A high birth-rate 
and a high death-rate usually go together, and, therefore, give a 
low survival rate. A high death-rate, however, does not neces- 
sarily accompany a high birth-rate, as is seen in the following 
table. The survival rate of Palestine is striking in this con- 
nection. In recent years in India the death-rate has been slightly 
decreasing, as is not unexpected in view of medical and sanitary 
advance.” 


1 Essay, sixth edition, Vol. II, pp. 440 and 433. 

2 The improvement in the death-rate is also seen in the investigations of 
Insurance Offices in India. ‘‘ We find ourselves unable to entertain any doubt 
as to the beneficial effects ou the Indian population of the great increase in 
knowledge and improvement in sanitation in matters affecting their mortality and 
longevity.”’ (‘ Mortality of Indian Assured Lives’”—L. 8. Vaidyanathan, F.I.A., 
Journal of the Institute of Actuaries, Vol. LX, July, 1929, p. 190.) 
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Survival Rates in Different Countries. 1930. 




















Birth-rate. | Death-rate. Survival-rate. 
Palestine . ‘ F 52-9 23-1 29-8 
Egypt - : ‘ ; 44-4 27-7 16-7 
South Africa, Union of 4 26-4 9-7 16-7 
Argentine * 3 , ; 30-1 13-6 16-5 
Roumania . 3 : 5 35-0 19-4 15-6 
Chili . . ; ; : 39-8 24-7 15-1 
Bulgaria. : ‘ 30:6 15-8 14-8 
Philippine Islands : : 35-0 20-7 14-3 
Japan - ; ; 32-4 18-2 14-2 
Canada Z : ‘ : 24-5 11-0 13-5 
Malaya : : : : 37-2 24-6 12-6 
Australia . f ee ane 19-9 8-6 11-3 
British India : : 36-0 26-9 9-1 
US.A F F 1s * 11-3 7:6 
United Kingdom ‘ ‘ 16-8 11-7 5-1 
France ‘ ; aan 18-0 16:3 1-7 
1 1929. 


Infantile mortality is still high. For 1930 the rate was 180, as 
compared with 60 per 1000 in England and Wales: Of the total 
mortality, 25 per cent. die in the first year of life, as against 
10-7 per cent. m England and Wales. The deaths in the first 
month of life amount to a shade over 47 per cent. of the total 
deaths during the first year. With the present birth- and death- 
rates in India, the populatics will double in 94 years, as against 
49 years in Japan and 24 years in Palestine. The “ doubling ” 
period in the case of some ctier countries is as follows: U.S.A., 
94 years; England and Wales, 201 years; France, 274 years; 
Germany, 108 years; Sweden, 188 years; Switzerland, 143 years; 
Italy, 55 years; Canada, 53 years; and Australia, 63 years. 

The torrent of infants, as in Japan, is not slowing down, and 
sixteen are born in India every minute, and every day adds to 
the population the equivalent of a town of 23,500 inhabitants. 
The annual births number over 8,500,000, and, as in most coun- 
tries, boys considerably predominate at birth. It is not only 
because of the lack of education that the birth-rate is high, but 
also because parents, for religious and social reasons, greatly 
desire to have children. The religious motive usually disappears 
with the first son, and then the social motive that it is good to 
have large families predominates. It is quite true that in some 
cases birth-control is practised, but these are very exceptional. 
In the Punjab, for example, in the advanced districts, usually 
the irrigated wheat areas, cases are known where the principle 
of family limitation is adopted to avoid excessive sub-division 
of the land. The Sikh religion is silent on the subject of birth- 
control, while the Hindu Shastras definitely forbid it. As the 
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Sikh peasant said, “‘'Too much rain reduces the crop; too many 
sons bring reproach’; and another said, “‘ Every son comes 
with a share written on his forehead.” Darling mentions that in 
a village in Gurdaspur a midwife for the last fifteen years had 
rendered 150 women incapable of bearing any more children. 
None was treated except with the husband’s consent and unless 
there were three sons. These are exceptional. There is, however, 
a Neo-Malthusian League in India to-day with two Maharajas, 
three High Court Judges and five prominent public men as 
members, and the Government of Mysore State in 1930 sanctioned 
the establishment of birth-control clinics in four of its principal 
hospitals. In spite of this and the dissemination among some of 
the educated classes of birth-control literature, it cannot be said, 
with James Mill (who had nine children), tnat, ‘‘ The grand 
practical problem, therefore, is to find the means of limiting the 
number of births.” Nine-tenths of the population of India live 
in 500,000 villages, and have not yet been affected by this 
movement. 


III 


A characteristic of the seven censuses is the relative scarcity 
of women in India, a scarcity which is becoming more marked now 
than formerly. The proportion of women to men becomes less 
as one proceeds from the south and east to the north and west of 
India. In the 1931 Census there were 182,000,000 males and only 
171,000,000 females, an excess of 11,000,000 males, or 6 per cent. 
This is in contrast with most countries in Europe, but not with 
countries in Asia, North America, Australia and South Africa. 
The following table gives the sex proportion, 


Sex Distribution. 





Number of females per 100 males. 




















1881. | 1891. | 1901. | 1911. | 1921. | 1931. 

Bombay (including Sind) - é 94 94 95 93 | 92 90 
Bengal ‘ : A ‘ ‘ 99 97 96 95 93 92 
Madras ‘ 3 : 5 . | 102 102 103 103 103 102 
Bihar and Orissa . . .. 1 402 104 105 104 103 101 
Central Provinces and Berar : 97 99 102 101 100 100 
United Provinces : ‘ : 93 93 94 92 91 90 
Punjab ; : ‘ = : 84 85 85 82 83 83 
North-West Frontier . ‘i : 82 84 85 86 83 84 
Baluchistan ; . : : — — — 79 73 72 

AllInda . . .| 95 | 96 | 96 | 95 | 95 | 94 
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The number of females per 100 males according to religion is of 
interest, as Sikhs and Muslims have a low percentage of females 
to males. The figures of the 1931 Census in this respect are 
similar to those of previous censuses, and are for Hindus 95 as 
compared with 100 males; 95 for Christians; 94 for Jains and 
Parsis; 90 for Mohammedans, and only 79 for Sikhs. The 
average for all religions is 94. If the castes which have a tradition 
of female infanticide be compared with those which have not, the 
results in some parts of India to-day show, in the words of the 
1921 Census Report, “‘ the continued deliberate destruction of 
female infant life either by active or by passive means.” In 
India sons are longed for, while daughters are not, especially 
among communities, such «as the higher Rajput clans, where 
considerable sums have to be paid for obtaining suitable husbands 
and marriage costs are excessive, and among those, like the 
Pathans, which despise women and deride the fathers of daughters. 
in Baluchistan to-day there is the well-known euphemistic state- 
ment that “ the lady’s daughter died drinking milk.” Similarly, 
in Gujarat there is an expression “ Dudhpiti Karvi,”’ which 
means the same thing—the drowning of the newly-born girl baby 
in milk. Among Rajputs a century ago infanticide was not 
uncommon. A pill of bhang might be given to the new-born 
child, or it was drowned in milk, or the mother’s breast was 
smeared with opium or the juice of the poisonous dhatura. A 
common method was to cover the child’s mouth with a plaster of 
cowdung before it drew breath. In 1853 Lord Lawrence held a 
Durbar at Amritsar, where the chiefs residing in the Punjab and 
the trans-Sutlej States signed an agreement to expel from caste 
everyone who committed infanticide and to adopt fixed and 
mo“erate rates of marriage expenses. The Act of 1870 is still 
on the Statute-Book. The object is stated to be “to prevent 
the murder of female infants,”’ and the preamble reads, ‘‘ Whereas 
the murder of female infants is believed to be commonly com- 
suitted in certain parts of British India, etc.” The Act applies 
to the Bombay Presidency, the United Provinces, the Punjab 
and to certain scheduled districts and applies, for example, to 
certain classes of persons in the Ahmedabad and Kaira districts 
of Gujarat. Dewan Bahadur K. H. Dhruva, the Gujarat scholar, 
tells me that female infanticide in Gujarat was practised by 
Rajputs and Kunbis, but that since legislation was passed, and 
with the progress of recent years, the practice has decreased. 
Miss Mayo, in her book The Slaves of the Gods, has a tale called 


“The Hedge of Thorns,” a narrative which she says is from real 
F2 
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life. It is a story of the burying of girl babies in a village in a 
long hedge of thorns, ostensibly in the Punjab. Infanticide in 
India has always been female infanticide, except in the case of 
widows who, to prevent social obloquy, if they have a child, 
male or female, must get rid of it. It is difficult to gauge the 
extent of female infanticide at the present time. There are 
undoubtedly other factors at work, all traceable to the neglect 
of female infant life. A female child in the struggle for life is at 
a disadvantage as compared with the male. ‘“ There is,” says 
the 1911 Census Report for India, “ the deliberate neglect with 
the object of causing death, which is practically infanticide in a 
more cruel form; and there is the half-unconscious neglect, due 
partly to habit and partly to the parents’ great solicitude for 
their sons. The boys are better clad and when ill are more care- 
fully tended.” 1 There are other causes militating against 
women in India, such as early marriage, antediluvian methods of 
midwifery and the treatment of widows as drudges, especially 
those who have lost their husbands when young, as this is regarded 
in Hindu society as the result of the wife’s sins in a previous life. 
Infanticide is not a sign of backwardness or of a low civilisation, 
as it was practised by the Phenicians, Babylonians, Egyptians, 
Greeks and Romans. We have to remember that (1) among 
those groups where infanticide is practised the custom is ancient 
and the Indian is notoriously conservative in his traditions; 
(2) the ease with which, under the conditions of childbirth in an 
Indian family, the practice can be carried out without the possi- 
bility of any definite suspicion in any individual case such as 
would justify official interference ; and (3) the fact that the regis- 
tration of births is not universal and is not kept by the caste. 
The suppression of female births is a well-known fact in the 
Punjab, as pointed out by the Census Commissioner in his Report 
of 1921. Willcox describes female infanticide in China, where, 
as in India, females are less in proportion to males.2 He gives 
the number of females as 44 per cent. of the population and in 
India the percentage is 48. The social actions of men do indeed 
produce the most profound disturbance in sex proportion. The 
low proportion of females is certainly not due to the omission of 
women at Census time, and, as the Census Report points out, 
“every indication is adverse to the theory of the omission of 
females in the enumeration.” ? It is interesting to note that, 
1 Census of India, 1911, Vol. I, Chap. VI, p. 218. 
2 International Migrations, Vol. II, p. 37. 


3 Cf. Census of India, 1921, Vol. I, Chap. VI, pp. 140 and 146 (Calcutta 
Government Printing Office, India, 1924). 
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except in the ages “ 0 to 4’ and “ 60 and over,”’ there is a relative 
scarcity of females in all groups except in the group 25 to 30, 
and this scarcity is very marked in the age-group 10 to 14. This 
has been noticed in all censuses. The excess of women in the 
age-group 25 to 30 is explained by the fact that there is an over- 
statement of age among Indian women after marriage and an 
under-statement before marriage. The number of women 
returning themselves as from 25 to 30 in the 1921 Census—the 
1931 figures are not yet available—was greater than the number 
of girls 15 to 20 years of age ten years previously, although they 
were only the survivors of the latter after a lapse of ten years. 
They should have been of necessity fewer in number. 


IV 


Recent writers on the population problem of India have, like 
Malthus, been obsessed by the supply of food, and have failed 
really to examine whether there are not other important factors 
making for economic progress and economic stability, and 
modifying the supply of population. ‘Tiere are many symptoms 
which certainly do not point to over-yopulation. Cultivators, 
as the recent slump has shown, have ‘i! Cifficulty in selling their 
produce, and the ability ef the count:y to feed its population is 
considerable. Sixty-five per cent. o/ the area is available for 
cultivation, but the net area actvally sown with crops during 
1928-29 was only 34 per ~er%. of the area available. If one has 
seen the results of irrigation in the Punjab, where three or four 
decades ago there was desert, and where to-day there are wheat- 
fields with miles of canals, one realises how unduly the English 
classical economists exaggerated that land was limited, that the 
best quality of land is cultivated first, and that the law of diminish- 
ing returns in agriculture early comes into operation. The 
Sukkur Barrage, which will provide a perennial supply of water 
to an area of 1,850,000 acres, hitherto inadequately served by 
inundation canals, will irrigate an additional 3,325,000 acres. The 
Sutlej Valley Projects in the Punjab will irrigate over 5,000,000 
acres, of which 3,750,000 acres will be land hitherto desert waste. 
The unusual increase in population of Bikaner since the 1921 
Census, an increase of 42 per cent., is accounted for by the increased 
areas available for cultivation under the recent schemes of 
irrigation undertaken by that State. Not only is the area extend- 
ing, but the results of better seed and better farming are not 
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without their results on production, in spite of the religious 
prejudice to bone and natural manures and the antipathy to 
keeping Nature in her place in the animal world. ‘ Pusa 12” 
and “ Pusa 4” have now become the standard types of wheat 
in the United Provinces, the Central Provinces and Sind. In 
the United Provinces and Central Provinces about 1,600,000 and 
660,000 acres respectively are sown with improved types, chiefly 
of Pusa varieties. In cotton the total acreage under improved 
varieties is now over 4,000,000 out of an area of 26,000,000. If 
animal husbandry were properly taken in hand, the production 
of milk would not only be greatly increased, but the wealth and 
welfare of the community would also be immeasurably extended. 
Vicious circles would be broken. As Virgil would say, Viresque 
adquirit eundo. There are in India no limits to agricultural 
improvement with the advance of science. 

Secondly, population has increased less rapidly than produc- 
tion, which, especially since the War, has shown a decidedly 
upward trend. Production, of course, is made to meet the 
consumption of a people according to their standard of living, 
and this, of course, involves much more than mere food. To 
give the entire data would mean a long ramble through rough 
country, and would involve a mass of statistics that would 
bewilder the inquirer and even distract him from the broad 
facts that have to be understood. The main facts are summed 
up in the following tables. 


Growth of Population and Production 


(Quinquennial Averages.) 














1900-1 to | 1910-11 to | 1920-21 to | 1926-27 to 
1904-5. 1914-15. 1924-25. 1930-31. 
Population! . , ; 100 107 108 120 
Production : 
1. Area under crops— 
Unweighted . : 100 124 119 132 
Weighted : : 100 131 134 150 
2. Outturn— 
Unweighted . ; 100 129 125 137 
Weighted ; . | 100 134 137 141 











1 The figures refer to the censuses of 1901, 1911, 1921 and 1931. 


Two things may be noted here—the “ efficiency’ of any 
given aggregate of food has been very greatly enhanced with 
the development of communications; the statistical study of 
food production cannot stand alone, owing to its incomplete 
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character, and all the items of the national income must be 
included.} 

If, in remembering Quesnay’s dictum that “‘ one should aim 
less at augmenting the population than at increasing the national 
income,” we take the growth of national income and allow for 
the change in prices, we get the following :— 

















: Per capita 
Year. Population. ashen Takei 
1871 ; : ‘ : 100 100 
1881 F , ‘ 3 123 130 
1901 . : , : 142 123 2 
1911 F : 7 : 153 270 
1921 ‘ ; é ; 156 230 
1931 , ’ P - 171 273 * 
2 Severe famine 1900. 3 1929-30. 


The growing consumption of simple luxuries, the import from 
foreign countries of £400,000,000 in gold and £355,000,000 in 
silver since the beginning of the century, and the way in which 
the peasantry has withstood scarcity, famine and the catastrophic 
fa]l in the prices of primary products, are further factors that 
do not suggest a relatively excessive population. The tragedy, 
however, of the problem of population is that if population 
grows up to its full resources, the masses are poor; if, on the 
other hand, like France, it stops very far short of them, there is 
the standing temptation given to a more populous race or nation 
to overrun and subdue it. Thus the number of children for every 
1000 women of reproductive age in India is 109, as compared 
with 156 in Japan, 73 in England and Wales, and 77 in Germany, 
and only 72 in France. 

Thirdly, there is ample scope for more diversified industry, 
which would add greatly to the national income, and if only 
education were more widespread, the low standard of comfort 
that exists would certainly be increased. Writers on the problem 
of Indian population are apt to commit the same error as 
Malthus, who confined himself too much to the relative increase 
of population and food, neglecting even in the Third Book of 
his Essay the necessary emphasis on the productiveness of 
industry. Cannan’s timely reminder before the British Associa- 


1 Cf. Bonar—Malthus and His Work, p. 123. “To ascertain whether a 
population is safely under the level of its food, tending to pass beyond it, or simply 
rising up to it and to ascertain by what ways and means the process is going on, 
we need instead of one single general criterion a whole array of particular tests. 
It is in the infancy of statistical science that men yield to appearances and 
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‘suppose a greater uniformity in things than is actually found there. 
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tion in 1931 is as important to us as to the West. ‘‘ The old 
proverb ‘ With every mouth God sends a pair of hands’ is true 
and valuable, but no more than its converse ‘ With every pair of 
hands God sends a mouth.’ The demand for the products of 
industry is not something outside and independent of the amount 
of products. The demand for each product depends on the 
supply of products offered in exchange for it, and the demand 
for all products depends on the supply of all products. Conse- 
quently, there is not the slightest danger of the working popula- 
tion ever becoming too great for the demand of its products 
taken as a whole.” 1 

To sum up. The will to have a higher standard of living is, 
generally speaking, not a force in India to-day. Until this comes 
about there will be no great change in the outlook on the popula- 
tion problem. India’s attitude is fatalistic like that of a prominent 
Japanese Statesman who recently declared ‘“‘ Japan is not over- 
populated. We still have undeveloped land in Hokkaido and 
Kyushu. When these places are filled with settlers, it will be 
time to talk of over-population. I do not like the idea of birth 
control. It is God’s will that children should come.” Probably 
mass education will, more than anything else, raise the standard 
of comfort, but for a population of 353,000,000 this will be 
financially and ethically a difficult problem. In the West it is 
volition that controls the increase of population and to a less 
and less degree the food supply. As Bonar said to me recently, 
“Malthus will be little heard of, because he has really done his 
work. People attend to numbers and the standard of living now 
in a way only France did before. Now I suppose we are all 
Frenchmen, as in the matter of circulation we al] are Scotsmen 
living on pound notes and reading of gold in newspapers.” 

G. Finpiay Surras 


1 Economic Journal, Vol. XLI, 1931, p. 530. 
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1 APPENDIX 

3] 

; Birth- and Death-Rates in British India, 1885-1930. 

f (Per 1000 of the population.) 

L Year. Birth-rate. | Death-rate. Year. Birth-rate. | Death-rate. 

, 1885 36-74 26-37 1908 37°78 38-21 

f 1886 34-97 25-51 1909 36°65 30°91 
1887 35°92 22-88 1910 39°52 33-20 
1888 35-59 25-92 1911 38°58 32-01 
1889 35°30 28-21 1912 38°95 29-71 
1890 36-47 30°15 1913 39°37 28-72 
1891 35°05 28-52 1914 39-61 30-00 
1892 31-54 32°49 1915 37°82 29-94 
1893 35°15 25°75 1916 37-13 29-10 
1894 34-91 33-97 1917 39°33 32-72 
1895 34:57 28-94 1918 35°35 62-46 
1896 36-06 32-04 1919 30°24 35:87 
1897 33°98 36-03 1920 32-98 30-84 
1898 34:33 26-61 1921 32-20 30°59 
1899 42-16 29-94 1922 31-85 24-02 
1900 36°58 38-60 1923 35-06 25-00 
1901 34-60 29-46 1924 34°44 28-49 
1902 39-38 31-49 1925 33°65 24-72 
1903 38-96 34-70 1926 34:77 ~ 26-76 
1904 40-86 32°86 1927 35°27 24-89 
1905 39°13 35°96 1928 36-79 25-59 
1906 37-80 34-73 1929 35°47 25-95 
1907 37-65 37°18 1930 35-99 26-85 





(1885-94 = 100.) 


Birth- and Death-rates in British India, 1885-1930. 
(Index Numbers) 























Year. Birth-rate. | Death-rate. Year. Birtn-rate. | Death-rate. 
1885 104 95 1908 108 137 
1886 99 91 1909 104 111 
1887 102 81 1910 112 119 
1888 102 92 1911 110 115 
1889 100 102 1912 lll 106 
1890 101 107 1913 112 103 
1891 100 102 1914 113 107 
1892 90 116 1915 108 107 
1893 100 92 1916 106 104 
1894 99 121 1917 112 107 
1895 98 103 1918 101 223 
1896 103 115 1919 86 128 
1897 97 129 1920 94 111 
1898 98 95 1921 92 109 
1899 120 107 1922 91 86 
1900 104 142 1923 100 89 
1901 98 105 1924 98 102 
1902 112 113 1925 96 89 
1903 111 124 1926 99 95 
1904 116 117 1927 100 89 
1905 111 128 1928 105 91 
1906 108 124 1929 101 92 
1907 107 133 1930 102 96 





ment of India. 








Source: Official publications of the Department of Commercial Intelligence 
and Statistics, India, and of the Public Health Commissioner with the Govern- 








THE NATIONAL INCOME OF THE POPULATION OF THE 
IRISH FREE STATE IN 1926 


THE material available for attempting to calculate the national 
income of the Irish Free State includes two Censuses of industrial 
production, taken for 1926 and 1929; the Agricultural Output 
estimated for 1926; the Census of Population of the 18th of April, 
1926 (with special reference to the statistics of Occupations and 
of Industries); and the Annual Reports of the Revenue Com- 
missioners. In the choice of a year one is driven to 1926; and 
this year may well be a starting-point for comparison with later 
years when complete Censuses of Production are published. 

The national income which is about to be measured is built up 
by adding together the incomes of all individuals residing in the 
Irish Free State in 1926, together with the undistributed incomes 
of companies in that year; but on account of the special nature 
of agriculture and the weight of this industry in the Irish Free 
State national income, I propose to include the retail value ef 
farm produce consumed by farmers from their farms. 

The population of the Irish Free State in 1926 was 2,971,992 
persons, and of this number 44-0 per cent., or 1,308,000 persons, 
were “gainfully occupied.” 672,129 of these were engaged in 
agriculture, 51-4 per cent. of the occupied population. 1,223,014 
persons were at work on ths date of the Census, 9,789 persons 
being then in hospitals, etc., and 3,212 temporarily unemployed. 
Of those at work, 648,575 were employed in agriculture. The net 
output from agriculture in 1926 was £56} million at farmers’ 
(i.e. producers’) prices. Part of this output was consumed by 
those who produced it and by their dependents. Valuing this 
part at retail prices, the value of the net output was officially 
estimated at £673 million (The Agricultural Output of Saorstat 
Eireann, 1926-27, P. No. 132, 1930, p. 12). 

It is important to understand what this figure of net output 
represents. It is derived from the gross output. The gross out- 
put is ‘‘ that portion of total production which is sold off farms 
or which is consumed in farm households together with increases 
in stock between the beginning and end of the year of inquiry ” 
(The Agricultural Output, pp. 4-5). From it, in order to reach 
the net output, the values of animal feed, fertilisers, and seeds 
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purchased from merchants are deducted. From the net output 
figure it is possible to estimate the agricultural income by deduct- 
ing rents, bank interest, cost of tools, blacksmiths’ charges and 
wages. Animal feed (£6,559,000), fertilisers (£1,301,000) and 
seeds (£689,000) amounted in the official estimate to £8} million. 
The figures in brackets are the estimated amounts at retail prices 
paid by the farmers of the Irish Free State as a body and not 
including inter-farm commerce in these requirements. This 
amount of £84 million has been deducted from the gross output in 
reaching the figure of net output £673 million. The purchase by 
farmers of tools and machinery was also estimated officially, the 
amount being £1} million. Land Purchase Annuities amounted 
to £334 million and, of this, about £3 million may be taken as the 
rent or interest payment. Rent on unpurchased land was 
approximately £14 million. Bank interest is a proper deduction 
and the amount paid by farmers was between £1,200,000 and 
£1,500,000, representing an aggregate indebtedness of from £20 
million to £25 million. Rates on agricultural land amounted 
to £2} million. The total of these deductions is £9} million; so 
that the agricultural income enjoyed by farmers and agricultural 
employees was £58} million. Beside this figure, the “ Actual 
Income ” brought into assessment under Schedule B of the Income 
Tax Acts, £1,284,100, indicates the uselessness of the Income Tax 
statistics in computing Irish income from the occupation of land. 

Turning to ownership, the Schedule A assessments made in 
1923-24 were £10,924,000 for lands and houses. This figure 
included exempt cases which are omitted from the totals of 
subsequent years. The 1924-25 assessments fell on this account 
to £6,101,200. For the present purpose, the 1923-24 assessments 
may be used and it will then be unnecessary later, in considering 
the incomes of persons who are not reached by the Income Tax, 
to add any income from the ownership of lands and houses. 

The Schedule A assessments on lands, including farm houses, 
farm buildings, etc., were £7,642,100 in 1923-24. Deducting 
£850,000 for repairs, as in the Revenue Commissioners’ Report, 
the net was £6,792,000. Rents and the interest part of the Land 
Purchase Annuities amounted to £4,500,000. The excess of the 
Schedule A assessments over this amount, £2,292,000, is deductible 
from the agricultural income in order to keep separate the income 
from occupation and that from ownership. To it the rents are 
added to give the income from ownership. The result is : 


Income from occupation . . £56 million. 
Income from ownership (£2} ry 1} million) . SS ss 
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Little comment is called for in regard to the reliability of the 
figure of £6,792,000. It is the aggregate of the Poor Rate Valua- 
tions less an official allowance for repairs, which is about one-ninth 
of the valuations; and there can be no evasion in the gross, what- 
ever may happen to the net charges, with which one is not now 
concerned. The only criticism against the figure is that the Poor 
Rate Valuation is not uniformly either in point of time or place a 
true equivalent of the letting value of property in the Irish Free 
State. Dealing with this objection first as regards land, it is to be 
observed that practically all the land of the country is occupied 
by the owners, subject to their Land Commission charges. The 
income to them from ownership is an enjoyment, not an actual 
money, income. Since the Schedule B assessments have been 
discarded as a measure of farming income, in favour of the informa- 
tion given by the Agricultural Output Report, the adequacy of the 
Poor Rate Valuation as a measure of ownership income is of little 
moment. The procedure adopted makes it wiser to rely on the 
total of occupational and ownership income than on the separate 
figures for each. The question of the under-valuation of urban 
property will be considered in its place. 

There are in the Income Tax statistics certain miscellaneous 
discharges from the assessments described in the Revenue Com- 
missioners’ Annual Reports as “ Other Reductions and Dis- 
charges.”’ These comprise (a) reductions in the gross assessment ; 
(b) Bank Interest; (c) Cancellation of gross assessment on the 
ground that a covering assessment has been made elsewhere ; 
(d) Losses in the year of assessment, or even in previous years, set 
off under Section 34 of the Income Tax Act, 1918, against the gross 
assessment; (e) Allowances not granted in the body of the assess- 
ment book and afterwards made “ by discharge”; (f) Double 
Taxation relief (important in the years 1923—24—1925-26). 

The “‘ reductions ” for 1926-27 and later years are more reliable 
than the earlier figures, which carfied an unusually heavy propor- 
tion of discharges. It is not possible to segregate these ‘‘ Other 
Reductions ” into their six categories. In order to arrive at a 
true figure of gross income it would be necessary to deduct all 
except (e) and a proportion of (d). The discharges from the 1923- 
24 Schedule A assessments amounted to £2,219,200; and in 1926—- 
27 to £2,084,900. <A big proportion fell under heading (e). It is 
on the safe side to deduct about £3 million from Schedule A assess- 
ments on lands and farm-houses and the same amount from 
Schedule A assessments on other houses and tenements. 

The total income of the agricultural population from farming, 
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and including owners who are not occupiers but excluding holders 
of stock issued under the Land Acts, becomes therefore £59} 
million. 

The gross income, Schedule A, from non-farm property was 
£3,281,700 in the 1923-24 assessments and £3,411,800 in 1926-27. 
Deducting the £4 million already referred to, and the official 
allowance of £200,000 for repairs, which is about one-seventeenth 
of the gross, the actual income is estimated at £2,700,000. 

In the Irish Free State, owing to the absence of periodical 
revaluations, it is inevitable that there should have been con- 
siderable differences between the Poor Rate Valuations and the 
letting values, especially during the changing values of the past 
twenty years. The Irish Free State valuations are still based on 
an eighty-year old valuation with the exception of the cities of 
Dublin (revalued 1913) and Waterford (revalued 1924). The 
Rent Restrictions Acts prevent the owners of such property as is 
affected by the Acts from increasing rents beyond 130 per cent. 
of the 1913 rents, thus transferring to the tenants a beneficial 
ownership income. In 1926 the valuations were more out of 
relation to letting value than they are to-day. It has been 
noticed that the official allowance for repairs is in the 1926-27 
figures only one-seventeenth (5-86 per cent.) of the gross value. 
The statutory allowance is one-sixth; but when the valuation is 
more than one-sixth below the rent, no allowance is made. At 
one-sixth the repairs allowance would have been £570,000 instead 
of £200,000. 'The repairs allowances granted were 35 per cent. of 
what would have been granted if all rents exceeded the valuations 
by not more than one-sixth of the rents. It is taken, then, that 
65 per cent. of the property assessed were paying rents more than 
one-sixth above the valuations.1_ How much more than one-sixth 
of rents were the valuations below the rents? I think one might 
say 50 per cent. at a conservative estimate, and 15 per cent. for 
the remaining 35 per cent. This gives £3,412,000 (0-65 x 0-5 + 
0°35 x 0-15), or £11} million, as the gross. Making the allow- 
ances referred to in the preceding paragraph, the income is £10} 
million. 

It is proposed to use the estimates of Central Government 
expenditure in combination with the Revenue Commissioners’ 
Reports, the Census of Population Reports (Volumes II, VI and 
VII), and the Census of Production, 1926, Reports, to obtain the 
income from salaries, wages and profits. 

The Revenue Commissioners’ Reports show that the “ actual 


1 See British Incomes and Property (Stamp), p. 160. 
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income ” under Schedule. E amounted in 1923-24 to £20,515,100; 
and in the 1926-27 assessments to £21,418,000. 

The Estimates show that the total amount of salaries and wages 
paid by the central government in 1926-27 was about £12 million ; 
and from a careful analysis of the items it appears that this may 
be divided as follows :— 


Paid to persons liable to Income Tax = A ; . £7,500,000 
Paid to persons exempt from Income Tax ‘ ‘i . £4,500,000 


Those not liable to Income Tax numbered about 34,000; those 
liable about 28,500. From the Estimates for 1926-27, each entry 
has been examined, and those under the Income Tax exempt 
limit have been extracted. The total number so obtained was 
29,852 with aggregate basic salaries of £2,400,000 and cost-of- 
living bonuses of £1,900,000, a total of £4,300,000. National 
teachers are not included. From the Annual Report for 1926-27 
of the Department of Education, it appears that 1,836 Junior 
Assistant Mistresses received £232,000; and 2,169 pensioned 
teachers received £189,000. These additions bring the number 
of incomes to 33,857 and the amount to £4,700,000. The following 
additions of “‘ exempt ”’ income have then to be made : 


Payments by Government to volunteer crews (758) . ; 2,000 
Rations of soldiers . E R ‘ ; t j r 390,000 
Clothing of ditto . ; ; . : . A : 102,000 
Additional army pay to men for trade work, etc. ‘ F 94,000 
Marriage allowances to soldiers u > : ; ; 137,000 
Payments to Army Reserve . ; 2 A : : 50,000 

£775,000 


We may therefore place aside as part of the national income £5} 
million; and proceed to analyse the Schedule E assessments. 
The number of Government employees in these was 28,700 with 
an income of £7,700,000. 

Volume VII of the Census of Population (Industrial Groups) 
classifies the population at work at the date of the 1926 Census in 
eleven broad groups (Table A). 

There are 158,841 persons in Classes III and. IV. The Census 
of Production for 1926 gave the salaries of 14,077 persons 
(£2,808,403) and the wages of 93,323 (£11,467,000); accounting 
for 107,400 persons. These are all in Classes III and IV. The 
remainder (51,500) fall into the following categories :—Small 
dressmakers (8,500), jobbing carpenters (9,500), small bootmakers 
(5,000), blacksmiths (4,500), tailors (7,000), bakers (3,000), makers 
of drinks (2,000), saddlers (1,000), motor mechanics (2,000), 
painters and plumbers (2,500), labourers (6,500). 














QQ ors «6D 


— oS —_ i 








1933] NATIONAL INCOME OF IRISH FREE STATE IN 1926 79 























TABLE A. 
Males. Females. Total. 
Class 
I. Agriculture . ; é - s 526,494 122,081 648,575 
II. Fishing F ; ‘ 5,510 23 5,533 
III. Mining and Quarrying . ; : 1,683 21 1,704 
IV. Manufactures : ; 125,269 31,868 157,137 
V. Transport and Communication. . 37,709 1,181 38,890 
VI. Commerce and Finance 79,926 34,311 114,237 
VII. Public Administration and Defence 56,348 19,798 76,146 
VIII. Professions . . 20,714 18,209 38,923 
IX. Personal Service . : . 28,826 99,130 127,956 
X. Entertainments and Sport ‘ rs 3,672 1,114 4,786 
XI. Miscellaneous ‘ s : 7,459 1,668 9,127 
Total 3 : x 893,610 329,404 | 1,223,014 
Already enumerated : 
I. 648,575 


VII. 62,500 
—_——-. 711,075 


Number of incomes remaining 511,939 





The average of the wages in the Census of Production is £123 
a year, but excluding wages above the Income Tax exempt limit 
the average is much lower. In “Construction and Repair of 
Vehicles ” the average wage was £220. At the other extreme, in 
the Linen, Cotton, Hemp and Jute industries, the average was £61. 
For wage-earners under the Income Tax exemption limit the wage 
paid to the largest numbers of workers was £98; and this may be 
reduced by £3 for holidays, casual work, sickness and unemploy- 
ment, remembering that an allowance is already made as between 
the figures in the Census of Occupations and in the Census of 
Industries. 

From the wage-earners in the Census of Production (93,323) 
about 33,000 may be transferred to the section of the population 
liable to Income Tax at an average income of £200, thus reducing 
the total of wage-earners to 60,500, and their earnings to 
£5,750,000. 

We thus get the following division : 


Numbers. Income. 
In Schedule E assessments . ‘ P 33,000 £6.600,000 
Outside Schedule E assessments . ‘ {51'500 : Lepyons 


On the other hand, it is necessary to transfer some of the 14,077 
salaried persons to the non-Income Tax class. In this total there 
are 510 typists and 1,564 woman clerks (Census of Population, 
Volume VII). A transfer of 2,000 persons at an average of £120 
each reduces the salaried class to 12,000 persons with an aggregate 
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income of £2,500,000; and increases the wage-earners (outside 
Income Tax assessments) by 2,000 with an aggregate income of 
£240,000. 

The number of incomes in Schedule E now accounted for is 
therefore 28,500 + 12,000 + 30,000 to 33,000 making in all, 





say . ‘ 74,000 
Add Teachers ‘ ; P ‘ ‘ - 11,500 
Central Fund salaries. , , r 43 
Total number of Schedule E assessments . . 85,543 
with actual income of a ° R . £21,400,000 
To the Schedule E actual income add for clothing, 
rations and lodging allowances of Army officers ; 81,000 
£21,481,000 
Deduct non-residents assessed to Income Tax (i.e. Irish 
Free State representatives abroad) 20 persons at. 10,000 
Total ; ; ‘ . £21,471,000 


The Schedule E actual income (1926-27 assessments) was £214 
million. Treating £8 million (Civil Servants) and £24 million 
(manufactures) as included, the amount left over is £11 million 
(28,500 + 12,000 = 40,500 persons). By Section 18 of the 
Finance Act, 1922, all employments are assessable under Schedule 
EK. From an examination of each group in the Census of Popula- 
tion (Volume VII, Table 10) the following may be classed as 
within the Schedule E assessments : 


Class II. Fishing . : : : : re 20 
» III. Mining ; : : ; : , 100 
- V. Manufactures. ‘ ‘ A . 5,300 
os VI. Transport . ‘ P . : - 16,000 
» VII. Public Administration ; , " 2,800 
» VIII. Professions : ‘< * : ‘ 3,000 
» LX. Personal Service . : : . 2,100 
- X. Entertainments . F : > . 1,200 
» &I. Miscellaneous. : ; : ‘ 1,500 





Total . ; : : . 32,020 





This figure (32,020) has been reached independently of the figure 
of 33,000 from the Census of Production. 

Pensions paid by the Irish Free State Government to army, 
police and civil officers, included in the Income Tax assessments, 
amounted in 1926 to about £200,000 (750 pensioners). In 
addition a sum of about £510,000 was paid to “‘ exempt ”’ persons 
(6,000) and £21,000 in widows’ allowances. This total (£510,000 + 
£21,000) falls to be included in the national income. The £200,000 
above is already in the Schedule E assessments. 

To summarise at this stage, we have got an income of £59} 
million from ownership and occupation of land and farmhouses ; 
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£103 million from the ownership of non-agricultural land and 
buildings; £214 million under Schedule E representing the 
incomes of 84,000 persons; £16} million for 146,688 employees 
under the Income Tax exemption limit; and £7 million from 
pensions. This gives £108} million and leaves 344,731 incomes 
still to be estimated. 

These 344,731 incomes are divided between those which are 
in or which ought to be in the Schedule D assessments, and wage- 
earners under the Income Tax exemption limit. 

Approaching the matter from the Income Tax end, the 
Sehedule D “ actual income ”’ in 1923-24 was £21,168,000; in 
1926-27 £25,550,500; and in 1927-28 £23,627,900. Charities 
(exempted) bring the 1927-28 (1926-27 assessments) total a little 
over £24,000,000. This includes industrial and commercial 
profits, professional incomes, interest received without deduction 
of Income Tax and dividends from outside the Irish Free State. 
Evasion of Income Tax in the Irish Free State in 1926-27 is not 
believed to have been considerable. Irish incomes from abroad 
are mainly from English companies and the check here is evasion- 
tight, leading, if anything, to over-payment by careless or ignorant 
taxpayers. The large-scale type of evasion, through the machinery 
of foreign bank accounts, is probably non-existent. Since Schedule 
B has been discarded as a measure of agricultural income, and 
Schedules A and E are not easily avoided, the bulk of evasion 
would fall under Schedule D; and whatever this may have been 
in earlier years the scope for evasion was considerably reduced by 
1926-27. Small shopkeepers would have contributed by under- 
assessment, but the aggregate amount would not appreciably 
affect the total of national income. It is proposed to estimate the 
amount at 4 per cent. of Schedules C and D combined, or 
£1,000,000. 

There is, thus, an addition of £25 million to the national 
income, but it is necessary to make an estimate of the number of 
incomes included. The Census of Industrial Production (1926) 
gave a “ net output ” for «ll industries of £9,913,769 after payment 
of salaries and wages, the salaried persons including proprietors 
working in the industries. ‘‘ Net Output” is by no means 
identical with “‘ income,” but the information given by the Census 
of Production is not to be ignored. As it is reasonable to assume 
that stocks were being reduced in 1926 and that profits were less 
than in 1924 and 1925, the 1926 net output is probably a higher 
figure than the Income Tax assessments cover for industrial income. 


Incomes from professions, commerce and trading are outside 
No. 169.—vot. XLIm. G 
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the scope of the Census of Production. The number of persons 
concerned is 77,186 (Census of Population) in the following groups : 





(a) Fishing. . ‘ 2 : ‘ 3,833 
(6) Professions : ‘ : ‘ . 5,805 
(c) Personal Service ‘ : , ‘ 9,896 
(d) Trading, etc. ; ; . 22,130 
(e) Entertainment and Sport ; ; : 276 
(f) Industrial Production . ; ‘ . 35,500 
(g) Others i : ; : : 246 
Total . . . F . 177,186 persons. 





These persons ‘‘ working on own account ”’ may be placed in 
the Income Tax and non-Income Tax classes as follows : 





(a) ‘ ‘ ‘ ‘ : Nil 3,800 
(b) : , : : ‘ 5,300 Nil 
(c) ; : : : . 2,000 8,000 
(d) : : ‘ : : 7,000 15,000 
(e) : : : : 2 70 206 
(f) : : : : . 5,000 30,500 
(g) F : ; : : 246 Nil 
Totals (say) . ‘ - 19,500 57,500 





It may be regarded as arbitrary treatment to place all of (a) in 
the non-Income Tax category and all of (b) in the Income Tax 
class. An accurate division is impossible, and the net error after 
mutual cancellation is probably small. Of Class (c) it may be 
said that the more important hotel and boarding-house keepers, 
publicans, hairdressers, undertakers, etc., would be “‘ employers ” 
in the Census returns, and those working on their own account 
would for the most part be outside the Income Tax assessments. 
The total number is 7,943 males and 8,842 females—16,785 persons. 
About 60 per cent. of these persons returned themselves as 
employers and about 40 per cent. as working on their own account. 
Of the 10,000 in the latter class, one-half consisted of lodging- 
house keepers. 

The trading section (d) consisted of some 32,000 persons, of 
whom 10,000 were employers and 22,000 working on their own 
account. Of the latter, 2,000 were hawkers and newsvendors, 
4,000 were dealers in agricultural produce (cattle, pigs, horses, 
etc.), 500 were dressmakers, and most of the others small shop- 
keepers. 

Section (f), numbering 35,500, included 8,500 dressmakers, 
350 milliners, 5,500 shoemakers and 7,500 tailors; and of these, 
14,000 were working on their own account. These are taken as 
excluded from the Income Tax assessments. Jobbing carpenters 
and other woodworkers were about 5,000; blacksmiths, 4,000; 
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and 2,000 were motor mechanics, of whom I treat half as working 
on their own account. Of those engaged in building, house- 
painting, plumbing, etc. (3,500 on their own account), 3,000 are 
treated as not in the Income Tax assessments ; and road transport 
workers provide about 3,500 in the same income class. It is 
therefore estimated that 19,500 are included in Schedule D and 
that 57,500 are in the same category as wage-earnrs. 

It is now possible to proceed to a classification of the 344,731 
incomes remaining. Of these, 2,400 were returied as in the 
service of foreign governments. The remaining 342,330 were :} 





Employers (Schedule D) : : : - 27,000 
On own account (Schedule D) - ‘ . 19,500 
On own account (Wages) . ; ; - 57,500 
Assisting relatives (Wages) . : ; : 5,500 
Employees ee Gk: . 233,000 

Total . ‘ ‘ ; . 342,500 persons. 





The Schedule D income, £24 million, is estimated-to inchide £8 
million from investments abroad and £16 million from profits and 
interest. About £1 million is added for evasion, and £2 million 
for dividends from abroad and interest paid to persons under the 
Income Tax exemption limit.? 

For the 57,500 working on their own account an average of 
£95 is taken, giving an income of £5,500,000. The 5,500 assisting 
relatives and the 233,000 employees are estimated to have had an 
aggregate income of £19 million on the following basis. 85,500 
were in domestic service and 12,000 in religion. These 97,500 are 
put at £60 per annum each (£5,850,000). The remaining 141,000 
include 37,000 in small industrial production, 25,500 in personal 
service, 19,800 in professions and 44,000 in commerce and local 
government. They are classed at £95 average, giving £13,395,000. 

We have therefore added to the £108} million, already sum- 
marised, a sum of £52 million; and the total number of persons 
whose incomes amounted to £160} million is 1,223,000, which is 
the number of persons at work on the date of the 1926 Census. 

There are some further additions of income to be made and 
some deductions. The Schedule C “ Actual income ”’ in 1926-27 
was £2,228,000, including incomes below the effective exemption 
limit and incomes of charities, friendly societies, etc. 

Remittances from emigrants to their relatives in the Irish Free 
State represented a relatively large proportion of the national 


1 Census of Population 1926, Volume VII. 
2 The Revenue Commissioners estimated that in 1924-25 about £11 million 


was received in the Irish Free State from investments abroad. 


a2 
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income in 1926-27. The official estimate made for 1924-25 was 
£2,250,000 net (Irish Trade Journal, Volume I, No. 6, March 1926). 
The total value of Money Orders from the United States of 
America to the Irish Free State in the year ended 31st March, 
1927, was £1,458,095; and from Great Britain and Northern 
Treland £912,242. Many Irish residents in the United States of 
America send regular remittances in dollar notes. It is not an 
over-statement to put the income from remittances in 1926 at 
£3 million net. Although this is not income for Income Tax 
purposes, the fact that this amount came from abroad and did not 
represent an internal transfer makes it a proper addition to the 
national income. 

All pensions paid by the central government have been 
included either in the Schedule E income or separately, with the 
exception of pensions to the Royal Irish Constabulary. The 
total amount awarded to members of this force on disbandment 
was about £1,130,000 and the then existing pensions amounted 
to £680,000 (Estimates for Public Services, 1926-27). By the 
terms of the Financial Settlement of 16th March, 1926, the Irish 
Free State paid to the British Government 75 per cent. of these 
pensions, viz. £1,357,500. The greater part of this is received by 
pensioners resident in the Irish Free State—at least two-thirds. 
If the proportions taken are £450,000 and £900,000, the first of 
these amounts is a drain from the Irish Free State and therefore 
deductible from the national income. The second is a drain from 
the Exchequer but not from the country, and its treatment raises 
the question of how payments from taxes should be regarded in 
computing the national income. If these payments have been 
earned, whether by previous personal service or by investment in 
Government securities, I treat them as additive. If, like old age 
pensions, they have not been earned but are merely internal 
transfers of income on social or charitable grounds, I ignore them. 
Assuming some kind of continuity between the Irish Free State 
and the earlier Ireland as part of the United Kingdom, one may 
justly, for national income purposes, consider these Royal Irish 
Constabulary pensions as deferred income and add them to the 
national income. The net amount to add is about £4 million. 

Old age pensions amounted in 1926-27 to £2} millions. These 
are excluded from the national income. 

Pensions paid by the United Kingdom Government to Irish 
Free State residents (ex-soldiers) may be put at £2 million for the 
exempt-from-income-tax part; against this about £3 million was 
paid in 1926-27 by the Irish Free State to pensioners resident in 
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the United Kingdom. The net addition to national income is 
£1} million. 

The interest received by the Irish Land Commission from 
farmers and paid to holders of Irish Land Stock has not been 
included in the Schedule D assessments since the Financial Settle- 
ment of 19th March, 1926. The amount in 1926 was £3 million. 
In arriving at the agricultural income this amount has been 
deducted so that the interest paid out from the Irish Free State 
may be ignored and only the interest received by Irish resident 
stockholders included. The greater part of this is in the Income 
Tax assessments. I enter £3 million as an estimate of the amount 
not in the Income Tax assessments. All these additions amount 
to £7} million. 

Two deductions must be made: (a) Assurance premiums paid 
by Irish Free State residents to companies established out of the 
Trish Free State, less the amount spent by these companies in the 
Irish Free State; (b) profits remitted from the Irish Free State on 
outside investments in the Irish Free State. 

The total amount of premiums paid out from the Irish Free 
State in 1926-27 was £1,714,755. Allowing, on a rough estimate, 
one-third for commissions and management, and one-third for 
claims paid, the net amount to be deducted is £3 million. 

The Revenue Commissioners estimated that in 1924-25 
£3,340,000 was paid from the Irish Free State on outside invest- 
ment in the Irish Free State. Against this they estimated that 
£11 million was received in the Irish Free State from investments 
made in other countries, and this figure of £11 million has been 
carried by me at £10 million into the statement of national income 
because there were some realisations between 1924 and 1926. A 
deduction of £2? million is now made. 

The estimated national income of the Irish Free State in 1926 
becomes £164} million. The details are summarised in the 
Table (B). 

Although I think Mr. Colin Clark’s definition of national 
income in ‘‘ The National Income, 1924-31 ” is arguable, the Irish 
Free State figures may be brought into comparison after adding 
£4 million for employers’ contributions for certain social services 
(Irish Free State Statistical Abstract, 1932) and £1 million for 
sums written off stocks out of income (on a proportionate basis 
between the United Kingdom and the Irish Free State Schedule D 
“Actual Income,” adopting Mr. Clark’s United Kingdom estimate.) 
It is necessary to deduct £4 million for interest on internal debt, 
another £4 million for losses Schedule D, £} million for loss on the 
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post office and £} million annuity to the British Exchequer. It 
happens that these changes leave the net figure unaffected. 


TABLE B. 


Estimate of the National Income of the Population of the Irish Free 
State in 1926. 














Income Numbers 
(£ million). (000). 
Occupation of Land : 56 649 
Ownership, including beneficial ownership, of land F 3} — 
Schedule A (non- senaaial ; . ‘ : 103 —_ 
Schedule C . ‘ : : : 24 — 
Schedule D . : : ; : : : : 24 46-5 
Schedule E . ‘ ; : 214 84 
Wage-earners not in Income Tax assessments : 354 384 
Workers on their own account not in the Income Tax 
assessments ; 3 54 57-5 
Pensions (net) not in Income Tax assessments . 23 — 
Dividends from abroad and Interest not in Income 
Tax assessments . ; : ‘ : : 24 —_— 
Evasion ° = . : 1 — 
Persons in foreign government service. : : 4 2-5 
Remittances from emigrants . : : : ; 3 — 
Gross total . ‘ : . ‘ . 167} 1,223°5 
Less— £ million. 
Assurance premiums (net) nee to out- 
side companies . ‘ ; 4 
Profits remitted abroad - : : 22 3} 
Net total . : ; : : £1644 











Mr. Clark estimated the net national income of Great Britain 
and Northern Ireland to have been £3,684 million in 1926. This 
is an average per head of population of £81-4, while the average 
for the Irish Free State is £54-8, about two-thirds (67 per cent.) of 
the United Kingdom figure. For the gainfully occupied numbers 
of the population the United Kingdom income was £191-5 and the 
Irish Free State income £132, or nearly 70 per cent. The national 
income of the Irish Free State in 1926 was about 4} per cent. of 
the national income of the United Kingdom. 

A difficulty arises in making an approximate comparison with 
Mr. Clark’s Distribution of Income, owing to the predominance of 
agricultural income in the Irish Free State and the nature of this 
income. Of the 268,930 farmers in the Irish Free State, 201,570 
occupy farms of less than 50 acres. The gross output per worker 
(farmers, farmers’ children and other relatives working on the 
home farm and agricultural labourers) was £96 in 1926 (including 
£34 consumed by the agricultural community). The farmer in the 
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Irish Free State is an independent worker in the same income class 
as the average Irish wage-earner. With the extension of land 
purchase, agricultural “‘ profits ”’ have become a small part of the 
agricultural income. Of the £56 million of agricultural income, 
£50 million is bracketed, in the following comparison, with wages. 


Distribution of National Income in the Irish Free State and in 
the United Kingdom, 1926. 














Trish Free United 
Source. State pe rer * | Kingdom P Pee 
(£ million). | ° *°% | (¢ million). | ° +08! 
Wages : 
(a) Agricultural . . | (a) 50 (a) 30 (a) — (a) — 
(b) Other. ; . | (b) 43-5 (b) 27 (b) 1,352 (b) 36-7 
Salaries . ‘ : ; 21-5 13 821 22-3 
Rent ; : : ‘ 13-75 8-3 270 7:3 
Profits and Interest . B 23°25 14-1 1,008 27-4 
Net income from abroad ! . 12-5 7-6 233 6-3 
Total . : ‘ 164:5 100 3,684 ~100 














1 The Irish Free State figure is swollen by £3 million of emigrants’ remittances. 


T. J. Krernan 








SOUTH AFRICA AND THE GOLD STANDARD 


WuEN England left gold in 1931, the South African Govern- 
ment—the Nationalist Party—decided to remain on gold. The 
Opposition—the South African Party—was at first divided in its 
views, but when General Smuts declared in favour of following 
England, his party accepted his decision. In February 1932 a 
select committee was appointed to inquire whether “ the interests 
and the welfare of the Union ’’ demand the maintenance of the 
gold standard “‘ and in what way a departure from the standard 
would affect the interests of the country.” In view of the Prime 
Minister’s statement that the Government was determined to 
keep on gold, members of the South African Party were unwilling 
to serve on the Committee, but the difficulty that witnesses would 
be examined only by those who favoured the gold standard was 
in part avoided by the appointment of two Labour members, one 
of whom was opposed to gold. 

In the evidence contained in the Report of the Committee 
(S.C. 9-32) the strongest plea advanced by witnesses in favour of 
abandoning the gold standard was that of correcting the position 
of the farmer, especially in regard to his mortgage debts. Farms 
had been bought when prices were high, the fall in the price of 
primary products made it impossible for farmers to meet the 
interest on bonds. It was claimed that even with the reduction 
in railway rates and the export bounty of 25 per cent. on wool, 
the farmer was worse off than if exchange had been at parity 
with sterling and there had been no subsidy or reduced railway 
rates. Producers of other agricultural exports, receiving smaller 
or no bounties, suffered still more. 

The witnesses for the Gold Producers’ Committee claimed 
that a devaluation of 25 per cent. would not lead to any sub- 
stantial increase in the cost of living of Europeans in the Union. 
In the absence of an increase in the cost of living on the Witwaters- 
rand of more than 10 per cent., there was said to be no case for 
an increase in the level of wages; they asserted that such an 
increase of prices was improbable. The mining witnesses were 
even more emphatic that an increase in Native wages could not 
be justified on the ground of devaluation of the currency. On 
the other hand, the Mozambique Convention required pass fees 
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and all payments made to the Portuguese Government in respect 
of their natives working on the mines to be paid in gold. This 
stipulation would almost certainly be maintained, but the stipula- 
tion that the wages of the Portuguese natives must also be paid 
in gold could probably be modified. The mining witnesses 
estimated that the increase in these and other costs would not 
exceed £1,000,000 per annum, or 3 per cent. of the working 
expenditure. To avoid the possibility of an under-estimate, the 
maximum increase was put at 10 per cent., with a devaluation 
of 25 per cent. The increase in the price received for gold was 
estimated at £15,400,000 per annum. On the basis of a maximum 
increase in working costs of 10 per cent., the net gain would be 
£12,200,000, of which £4,200,000 would be taken by the Govern- 
ment, assuming there was no change in the present basis of 
taxation. 

The gold interests also claimed that there was an even greater 
advantage in devaluation through the possibility of working 
huge bodies of lower-grade ore. It was claimed that a reduction 
in working costs from nineteen shillings to fifteen shillings per ton 
would more than double the life of the Witwatersrand mines, 
and that the devaluation method of making low-grade ores 
profitable would be even more advantageous than the four 
shillings reduction in working costs. 

One of the advantages which politicians asserted would follow 
leaving gold was increased gold production. Under examination 
the mining witnesses admitted that the majority of mines were 
working to the full extent of their capacity, so that the margin 
for immediate increase was not large. But, they said, about 
£2,000,000 a year extra would be spent on capital expenditure 
during the next five years. This would ultimately increase 
production. The adoption of this policy would reduce the total 
number of gold ounces produced during the period, although the 
mines would be operating on at least as large a scale as regards 
the ore crushed. To the members of the committee it seemed 
so unlikely that shareholders would approve of such a policy, 
and so probable that they would wish to get the full immediate 
advantage of the premium on gold, that a similar question was 
put on the following day. Again the representatives of the Gold 
Producers’ Committee asserted that output would fall a little in 
the first twelve months. As the opposite statement has been used 
as one of the arguments in favour of leaving gold, the reply is 
noteworthy, as is the admission that there is no possibility of 
opening large-scale mines and bringing them to the production 
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stage within five years. The Gold Producers evidently believe 
that the time lag in the rise in prices is to be very great. 

The Association of Chambers of Commerce, the Chamber of 
Industries, and the two large commercial banks favoured leaving 
gold because of the benefit to primary producers and the encourage- 
ment it would give to the return of capital which had been sent 
overseas. 

There was much division of opinion amongst those who 
favoured leaving gold. The Federated Chamber of Industries, 
the Association of Chambers of Commerce, and the Standard 
Bank favoured keeping South African currency at parity with 
sterling whatever happened to sterling. The representative of 
the other large commercial bank added the rider that should 
sterling tend to depreciate too much, the South African currency 
should again be detached from it. The Gold Producers’ Com- 
mittee and Dr. Samuel Evans, chairman of the Crown Mines, 
were in favour of allowing the currency to depreciate to a lower 
level as a preliminary to devaluating at this unknown level. 

In favour of remaining on gold, the Reserve Bank and the 
Netherlands Bank witnesses gave evidence that the Union had 
adequate exchange resources and was in a balanced position in 
regard to international payments, and that any benefit given to 
exporters must come from other interests in the country. Trade 
Union representatives stressed the danger of a rise in prices, 
which would result in a fall in real wages. Other witnesses 
pointed out that however desirable devaluation might be in 
some countries as a corrective of the transference of wealth 
brought about by the fall in prices, the existence of the gold 
industry in the Union altered conditions. Elsewhere there was 
a possibility that devaluation would result in a gain at the expense 
of the rest of the community for those who had not suffered 
from the fall in prices. In the Union the existence of the gold 
industry made it certain this would happen, and amongst the 
sufferers would be many farmers who did not produce for export. 


In its Report the Committee discussed the extent of the 
transfer of funds to London which had been brought about either 
by the belief that sterling would improve or that South Africa 
would depreciate its currency. The highest figure given by 
responsible witnesses was £13,000,000 or £14,000,000 (South 
African)—the estimate of the representatives of the two large 
commercial banks. From evidence of bank deposits and sales 
of exchange, the Committee came to the conclusion that the total 
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cash resources withdrawn from the Union were between £9,000,000 
and £10,000,000. Part of this, however, was sent over in anticipa- 
tion of goods which would be ordered later, and was not a real 
loss of capital. This export of funds had not led to an undue 
contraction of credit. Even the bankers who wished to leave 
gold said there was no restriction on advances so long as the 
security was good. . 

The Committee believed that abandoning gold must cause 
an adjustment in the price level, and that the producers’ advan- 
tage from depreciation would be only temporary. During the 
transition period exporters from gold standard countries do suffer, 
but this had been met by subsidies wherever they appeared 
necessary. The world is not going to pay more for gold just 
because South Africa leaves the gold standard. The additional 
profits must come from the citizens of the Union, and the Com- 
mittee could not see how this transfer could take place without 
a serious readjustment of values. Nor could it accept the theory 
that abandoning gold would lengthen the lives of the mines. 
The crushing capacity of the mines is a constant quantity. A 
material increase requires heavy capital outlay. If prices rise 
as a result of leaving gold, the development part of the mines’ 
programme would be cancelled. In fact, a premium on gold, 
instead of increasing, might reduce the life of the mines. If the 
mining interests believed that the premium would disappear or 
be balanced by rising prices within a few years, they might 
reduce the proportion of low-grade ore, so as to get the maximum 
premium “even at the risk of future impoverishment of the 
mines.” The safety of the currency, to which Mr. van der Horst 
had directed attention, was also emphasised in the Report. It 
would be practically impossible to resist the efforts of the influen- 
tial interests, already trying to obtain depreciation, to carry the 
depreciation further and further. 


After the debates in Parliament following the issue of the 
Report, the banks were easily able to handle exchange at gold 
parity. There was no restriction on speculation, but there was 
little or no speculation because it appeared that there was no 
immediate prospect of leaving gold. The recent success of the 
South African Party candidate at the Germiston by-election led 
many to believe that those in favour of leaving gold would win 
the next general election. In itself, however, it did not affect 
the exchange position, for the present Government may hold 
office until 1934. The announcement on December 22, 1932, of 











92 THE ECONOMIC JOURNAL [MARCH 1933 


the decision of Mr. Tielman Roos, formerly leader of the Transvaal 
section of the Nationalist Party, to resign his seat on the Appellate 
Division and return to politics was the immediate cause of the 
abandonment of gold. His object was to form a coalition party, 
whose aims were to be the abolition of racialism and of the gold 
standard, and the extension of the industrial colour bar. White 
workers who might fear a rise in prices were told that it was wrong 
to allow natives to drive cars carrying whites. Asit seemed certain 
that Mr. Tielman Roos would influence some Nationalist votes in 
the House, a flight from the South African pound commenced in 
the week before Christmas. On December 24 the demand for 
sterling had become so great that one of the banks had to decline 
any further applications at eleven o’clock. On December 27 
the Government announced its decision to relieve the Reserve 
Bank of its obligation to redeem its notes in gold. The Minister 
of Finance stated that between £2,000,000 and £3,000,000 left 
the country in three days. In addition, there was a rush to convert 
notes into gold at the Reserve Bank. It was clear that with- 
drawals would have been beyond the capacity of the banks, 
which would have had to close their doors. 

Mr. Roos has criticised the Government for not adopting his 
policy of devaluation at a point below sterling. He points to the 
need of the stability of gold. General Smuts complains that we 
have not linked up with sterling. In view of the possibility either 
of suspicion of our currency, which would drive more capital 
away, or of a great return of funds, great speculative changes in 
the demand and supply of exchange seem possible. It is very 
doubtful if a rate fixed to-day could be maintained. Considerable 
variations in rates are almost inevitable, and trade will suffer. 
But the view of the Gold Producers that we must endure this 
seems sound. If financial speculation plus political uncertainty 
can drive us off gold, it can drive us off any other standard until 
the political situation clears. Control, however, is in the hands 
of the commercial banks, and they are in favour of following 
sterling, towards which the rate is rapidly moving. On December 
28, the banks’ selling price of £100 sterling was £70 10s. On 
December 29 no sales were made. On December 30 the rate was 
£91, and on January 3 £96. Since we left gold the Reserve Bank 
has kept out of the exchange market. Exchange can be obtained 
from the commercial banks only for what are regarded as legitimate 


purposes. R. LEsiie 


University of Cape Town. 
January 3, 1933. 








THE SITUATION IN SOUTH AFRICA 1929-32 


TxHE abandonment of the Gold Standard by South Africa 
has been largely represented as due predominantly to political 
causes. In this article an attempt will be made to give the 
relevant economic data for a more fundamental analysis of the 
development of the economic situation in recent years. 

In 1929 South African visible exports reached a peak figure 
since the War inflation of £98 m. and visible imports a peak of 
£83 m. The balance of payments for the year in respect of 
current income and long-term loans was unfavourable by over 
£15 m.1_ For the calendar years from 1925 to 1929 net short and 
long term borrowing averaged £9-4 m. per annum. The average 
interest payments abroad from 1925 to 1929 were about £5-5 m. 
and the dividend payments some £10-5 m. per annum.? In 
1930, owing to further long-term borrowing abroad of £10 m., 
and a reduction in the value of imports by £19 m. as compared 
with a fall in the value of exports of only £14 m. (owing to the 
increased volume of agricultural and pastoral exports which 
offset, to some extent, the decline in export prices), the unfavour- 
able balance in respect of current income and long-term borrowing 
was converted to a favourable balance of about £4m. There was 
the usual accompanying rise of the Commercial Banks’ funds ® in 
London and an increase in total deposits (accompanied, however, 
in this case by a decline in current discounts and advances in 
South Africa). 


1 For detailed figures of the Balance of Payments 1924-32 see Appendix, 
Table I. (Banking statistics referred to below are given in Table IT.) 

2 The greater part of these dividends is paid by gold-mining companies and 
other companies closely associated with and dependent upon gold-mining. 

3 Throughout this article and on the graph in the Appendix, the abbreviated 
term ‘‘ London Funds” (of the South African Commercial Banks), which is 
used for convenience, refers in fact to Money at Call, Securities and Bills Receiv- 
able, both in London and elsewhere outside the Union. No separate statistics 
are available for the purely London portion of these funds or that pertaining 
solely to the trade of the Union of South Africa. It is known, however, that 
the London proportion of these funds predominates in amount (in 1923 it appears 
from evidence to the Kemmerer and Vissering Commission that it was roughly 
about 60 per cent.). In any case the London proportion represents such an 
important part of the total of these funds outside the Union, and the economic 
relationship with the Union exerts such a strong influence upon it, that important 
economic fluctuations pertaining to the trade of the Union are clearly reflected 
in the total figures. 
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The situation was radically altered during 1931. Exports 
declined further both in volume and value. Borrowing overseas 
stopped almost entirely, and with the abandonment of the Gold 
Standard by Great Britain there began a panic export of capital 
which is discussed later in this article. By December 1929 
advances and discounts of the Commercial Banks in South Africa 
had risen to £51 m. as compared with £37 m. in 1924, an increase 
of 39 per cent. Deposits meanwhile had increased by only 
£2-6 m., that is, by 4:5 per cent. The ratio of advances to 
deposits rose from 63 per cent. to 84 per cent. The favourable 
balance of payments in 1930 caused a decline in this ratio to 
70-1 per cent. in December of that year. From December 1930 
to December 1931, however, the Commercial Banks’ funds in 
London declined from £38-5 m. to £22-9 m., and deposits in 
South Africa from £63-5 m. to £56-6 m., notwithstanding a small 
increase in discounts and advances in the Union. The ratio 
of advances therefore again rose to 80-6 per cent. The December 
ratio of cash reserves to deposits declined from 15-3 per cent. in 
1924 to 14-4 per cent. in 1929 and to 12-2 per cent. in 1931. 

In 1931 Union exports were £72 m., a decline of £26 m. from 
the 1929 total. Adding an estimate of £10 m. for the ‘oss of 
receipts from overseas borrowing, the Union can be said to have 
suffered a loss of receipts of some £36 m. Allowing for the 
fall in import prices of 19 per cent. which occurred between 
these two periods, the real loss can be estimated to have been 
£29 m. 

This loss of real receipts from overseas had the same well- 
known effects in South Africa as were experienced in other raw- 
material-producing countries. It affected with particular severity 
the primary producers other than gold mines. It resulted in a 
serious disequilibrium between export prices and the prices of 
sheltered and protected production. The extent to which the 
primary producers referred to were affected is shown by the 
fact that, of the decline of £26 m. in total Union exports, £13-5 m. 
is accounted for by the decrease in the value of agricultural 
and pastoral exports, the value of which fell from £26 m. in 
1929 to £12-5 m. in 1931. While the prices of agricultural 
exports fell by 43 per cent., the volume of agricultural exports 
only decreased by 14 per cent. Similarly the value of mineral 
products other than gold declined from £16 m. in 1929 to £6 m. 
in 1931. There was a decrease of 51 per cent. in the prices of 
mineral exports accompanied by a decline of only 19 per cent. 
in their volume. 
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That there was, pari passu, a very considerable decline in 
the national income in South Africa is certain, but a calculation 
of its amount is made impossible by the fact that the necessary 
statistics have not been computed by the Census Office since 
1923.1 Disequilibrium between prices of export goods and 
prices of goods and services of protected and sheltered industries 
intensifies the effects of a decline in the national income. The 
continuance of high prices in sheltered and protected production, 
coupled with the low and falling export prices and the consequent 
decline in the spending power of the export industries, leads 
to a contraction of the volume of protected and sheltered 
production. 

The disequilibrium existing in South Africa is illustrated 
by the fact that whereas export prices (all exports excluding 
gold) had fallen in 1931 to 56 per cent. below their level in 1924, 
the prices of South African goods had fallen by only 23 per cent., 
and imported goods by 24 per cent. Agricultural and pastoral 
prices had actually declined by 61 per cent. A comparison of 
the average price indices for the years 1929 and 1931 showed 
that export prices (all goods excluding gold) fell by 46 per cent. ; 
agricultural and pastoral exports by 44 per cent.; import prices 
by 19 per cent.; prices of South African goods by only 15 per 
cent., and the general wholesale price index by only 14 per cent. 
Moreover, the official statistics of employment showed a decline 
from 1929 to the end of 1931 of 9 per cent. As these statistics 
exclude farming, commerce and finance, and provincial, govern- 
mental and municipal services, they understate the decline in 
general employment very considerably. They give, however, 
some indication of the curtailment of sheltered and protected 
production. 

At the same time there had, for some years, been a growing 
divergence between the wholesale price level in South Africa 
and in Great Britain. For 1931 (base 1924 = 100) the South 
African wholesale price index for all groups and the Statist whole- 
sale price index, were 77-3 and 59-4 respectively. The index 
for South African exported goods showed a similar lag to the 
general wholesale index, and stood at 76. 


1 Moreover, one of the first steps taken by the Government when the depres- 
sion began in 1930 was to suspend the annual census of Agricultural and Industrial 
Production. In 1923 the national income was calculated by the Economic and 
Wage Commission, on the basis of earlier calculations by Dr. Lehfeldt, as being 
£186 m., and the estimated net product included in this estimate and attributed 
to agricultural and pastoral producers was £47 m. These figures will serve as 
some indication of the relative magnitude of the fall in income from overseas 
and of the effects of the fall in agricultural prices. 











THE ECONOMIC JOURNAL [MARCH 





The divergences between British and South African wholesale 
prices and between export prices and the prices of domestic 
production were brought about by the following factors : 


1. By the favourable prices obtained for South African exports, 


other than gold, up to 1929, which were reflected in 
domestic prices. 


2. By the heavy borrowing overseas (which increased pur- 


chasing power and bank credits), and by the large 
expenditure from loan funds in South Africa from 1924 
onwards. 

In the seven years from 1924 to 1931 the external 
debt of the Union increased by £28 m. (20-8 per cent.), 
that is, by an amount which exceeded by £1-4 m. the 
increase of the external debt in the fourteen years from 
the date of Union to 1924. At the same time the 
internal debt increased from 1924 to 1931 by £21 m., 
that is, by 27-8 per cent. The annual debt charge 
increased from 1912 to 1930 by £6-7 m. (143 per cent.), 
and the debt charge per head of the European population 
increased by £2-6 or 74 per cent. The annual debt 
charges expressed as a percentage of Union Central 
Revenues were 26-7 per cent. in the financial year 
1912-13, as compared with 35-7 per cent. for 1928-29 (in 
which year Union Revenue reached its highest point.+ 

The average annual expenditure from loan funds for 
the three financial years ending March 1914 was £4-1 m. 
For the seven financial years from 1924 to March 1932 
it was £11-3 m.—an increase of 176 per cent. <A very 
considerable portion of these loan funds was spent 
wastefully in railway construction that was unproductive 
from the beginning, in irrigation schemes that were ill- 
conceived and uneconomic, in wasteful settlement schemes 
and subsidies to the agricultural co-operative movement, 
in relief of distress, and in the financing of ventures, 
such as the iron and steel industry, of very doubtful 
economic value. 


3. By the new protective policy inaugurated in 1925 and the 


general increase in the customs tariff in that year, 
followed by a further substantial increase in selected 


1 These figures refer to the gross public debt—they do not, however, differ 
appreciably from changes recorded if estimated figures of the net public debt 
are used. The figures of annual debt charge include interest payments, costs 


of administration, and contributions to the sinking fund. 
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industries in subsequent years. The effects of the 
increase of the tariff can be illustrated by the fact that 
the gross value of output of all industrial undertakings 
in 1922-23 was £74 m. and the value added to materials 
£37 m. In 1929-30 the respective figures were £112 m. 
and £56 m., an increase of 51-3 per cent. in both the 
gross value of output and the value added to materials. 
It is clear that this large increase involved a very great 
transfer of resources from other forms of production and 
a heavy burden on the export industries. 


4, By the inauguration of a far-reaching policy of State 


socialism, particularly in regard to agricultural and 
pastoral production. In the last seven years practically 
every important agricultural commodity has been sub- 
jected to some form of artificial interference with the 
free play of the forces of supply and demand. The 
interference has taken the form of fixing minimum 
prices, marketing through Government Boards, levying 
of export subsidies at the expense of higher internal 
prices, prohibiting imports, etc. Wheat, flour, bread, 
sugar, maize, tobacco, butter, cheese, cream, fruit and 
meat are some of the commodities whose domestic prices 
have, for some years, been artificially divorced from 
the movement of world prices. The resulting rigid 
internal price structure in these industries seriously 
complicated the difficulties of adjustment necessitated 
by changes in world prices since 1929.1 


5. In addition, far-reaching Industrial Legislation from 1925 


onwards had led to a greater degree of rigidity in 
the wage structure. By the end of 1931 such official 
statistics as are available show that nominal weekly 
wage rates in eight classes of occupation in the Union 
had, on the average, fallen by only 2-8 per cent. since 
1931, and that real wages had increased by 3-6 per cent. 
since 1929 and 9-1 per cent. since 1924. In gold-mining 
average weekly wages increased by 10-9 per cent. between 
1924 and 1931, and by 7-6 per cent. between 1929 and 
1931. 


A crisis developed with the abandonment of the Gold Standard 
by Great Britain. The financial situation was aggravated, not 
1 For a detailed analysis of this legislation see an article by J. G. van der 
Horst, to be published in The South African Journal of Economics, March 1933, 


which I was privileged to see in manuscript. 
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only by the resulting losses of exporters, financial institutions, 
etc., and the Reserve Bank, owing to the depreciation of their 
sterling holdings, but also owing to the fact that there was a 
panic outflow, notwithstanding stringent rationing by the banks, 
of funds from the Union in anticipation of South Africa also 
abandoning the Gold Standard. 

The exact amount of funds transferred is not known. The 
amount estimated by the Select Committee on the Gold Standard 
was that £10 m. were transferred between September 1931 and 
February 1932. A large part of this, the Committee was con- 
vinced, represented quite temporary speculative transfers. It is, 
however, certain that a considerable part of the sum repre- 
sented repayments, or anticipated repayments, of debt obliga- 
tions in sterling by South African nationals, and was thus a 
relatively permanent export of capital.4 

It is, in any case, clear that by the end of 1931, quite apart 
from the immediate crisis resulting from the currency change in 
Great Britain, South Africa was faced with the urgent need of 
undertaking the fundamental readjustments necessitated by the 
fall in export prices, the decline in the national income, the 
increase in the burden of debt, the prevalent unemployment, and 
the rigidity of the domestic price structure. 

The decision of the Union Government to maintain the 
Gold Standard was probably based, in the first instance, on 
the desire to await developments overseas. The policy was, 
however, subsequently adhered to without a complete realisa- 
tion of the conditions of disequilibrium which existed and which 
were, in fact, intensified during 1932. 

It should be noted in particular that the rigidity of the 
domestic price and wage structure made it impossible for the 
gold-mining industry to obtain any appreciable benefit from the 
increased value of gold owing to the fall in world price levels. 
The fall in gold-mining costs (which, of course, was the only 
way in which the increased value of gold could be reflected as 
long as South African currency was at par with the dollar) was 
confined to the lower prices for imported stores used by the 


1 From the 30th September 1931 to the end of March 1932 total Commercial 
Bank deposits fell by 14 per cent., advances and discounts by 7 per cent. and 
the ratio of cash reserves to deposits fell from 11°8 per cent. to 12°7 per cent. 
The Commercial Banks’ Funds outside the Union fell from £31 m. to £28 m., 
_ and the South African Reserve Bank’s holdings of foreign assets was reduced 

from £6°9 m. to nil. The position is illustrated in the graph at the end of this 
article. At the same time Reserve Bank loans and advances to the Government 
and holdings of Treasury bills increased from nil to £2°9 m. 
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mines and the relatively small changes in the prices of local 
stores. Owing to the small proportion that the goods, whose 
prices are sensitive to world price changes, form of the costs of 
the gold mines, and owing to the considerable time lag before 
even these exert an influence, the mines had achieved negligible 
reductions in costs up to the end of 1931. The gold-mining 
industry accounted for 61 per cent. of Union exports in 1929 
and 68 per cent. in 1931. The rigidity of the price and wage 
structure in South Africa almost entirely prevented this industry 
from benefiting by the higher real value of its product 
abroad. 

It is significant that throughout the pages of the Report 
of the Select Committee on the Gold Standard, there is no indica- 
tion that the implications of the economic maladjustment, out- 
lined above, were understood, or that a policy for dealing with 
them had been formulated by those in control of the situation. 

The Governor of the Reserve Bank argued as if nothing 
but the decision to maintain the Gold Standard was necessary, 
and spoke somewhat arrogantly of the powers of the Reserve 
Bank, which he stated would, if the Government suspended 
convertibility of notes into gold but did not change the position 
of the Reserve Bank, “‘ go on paying its notes in gold and charg- 
ing such rates of exchange as would keep the South African 
pound on a par with gold.” 4 

By the decision to maintain the Gold Standard a measure of 
inflation as a means of relieving the situation was ruled out, 
and it clearly became necessary to carry out a stringent and 
balanced deflationary policy. It was particularly necessary to 
reduce real wages, and, if possible, interest charges, and costs 
in the export industries (including gold mines), and to bring 
about a closer correspondence between the prices of domestic 
and export goods. It was also necessary to balance the Budget, 
which by March 1932 showed a deficit of £2-5 m. in the Railway 
and Harbours accounts and of £2 m. in the Central Government 
Finances. The Government, however, either did not fully 
realise the need for such a policy, or felt itself, for political 
reasons, disinclined or powerless to put it into effect. As a 
result matters were allowed to drift. In the gold-mining industry 
(the wage standard in which exerts a far-reaching influence on 
the wages of all skilled labourers in the Union) no reduction 
in wages took place and the mine-owners, it seems, felt that 


1 Minutes of Evidence: The Select Committee on the Gold Standard; 21st 
February, 1932. Q. 16-17. 
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they would not have the support of the Government if they 
attempted to reduce them. 

The reduction of nominal wages in the Civil Service and 
on the Railways were not greater than warranted by the fall 
in the cost of living, and savings were really effected in these 
services by drastic retrenchment and short time which increased 
the burden of unemployment. 

At the same time the Government proceeded to take certain 
positive measures which greatly increased the effects of the 
disequilibrium which lack of policy failed to remedy. 

In the first place, additional customs duties had been introduced 
in the 1931 Budget. These were followed in November 1931 by a 
special primage of 5 per cent. on all imports except a very small 
list of articles excluded, mainly on account of the inconvenience 
of collection. In December exchange dumping duties were 
levied on all goods which competed with local manufactures 
from countries with depreciated currencies, and the 1932 Budget 
imposed a special customs surtax of 7} per cent. on the same 
goods, with the exception of farm requisites and machinery. 

On the other hand, export subsidies ranging from 10 per cent. 
to 25 per cent. were paid on selected exports (mainly agricultural 
and pastoral, and excluding gold) as from November 1931. In 
this way the Government hoped to make good to these exporters 
losses incurred owing to the fall in export prices and losses 
incurred on exchange. Acting along the same political lines the 
Government continued and extended the policy of artificial price 
maintenance in agricultural and pastoral production, at the 
same time levying duties or quotas in order to force out accumu- 
lating surpluses by special subsidies, recouped from the higher 
domestic prices of these products. 

The result of artificial price maintenance was to complicate 
the situation even in the case of products which normally do 
not figure in the list of Union exports. For example, the average 
wholesale price of wheat per 200 lbs. was 24s. 5d. in South 
Africa and 17s. 8d. in England in 1929. In 1931 it was 23s. 10d. 
in South Africa and 10s. 3d. in England. From being a large 
importer of wheat and flour, the Union became an exporter and 
was faced in 1932 with a heavy surplus of wheat produced at these 
artificial prices. A further example of the gap between domestic 
prices and export values is afforded by maize. During 1932 
domestic values frequently exceeded export prices by over 
100 per cent. 

The added customs and primage duties and the exchange 





we = 


Ve = PE 





1933] THE SITUATION IN SOUTH AFRICA, 1929-32 101 


dumping duties increased the gap between prices in the sheltered 
and protected industries and export prices. The special export 
subsidies introduced in November 1931, apart from the fact 
that they were arbitrary and uncertain in amount, could not 
and did not counteract the evil effects of the increase in the 
tariff. For they did not succeed in increasing the spending 
power of the export industries concerned except at the expense 
of reducing the spending power of other export industries (e.g. 
gold-mining) and at the expense of further increasing the cost 
of the tariff as a whole. 

From 1924 to 1929 customs revenue increased from £7-6 m. 
to £10:2 m., or by 33-4 per cent. In 1932 the total customs 
revenue (including the primage, surtax, etc.) still exceeded the 
customs revenue obtained in 1929 notwithstanding that imports 
from overseas had fallen from £76-1 m. in 1929 to £32-7 m. in 
1932, or by 57 per cent. Customs revenue was 13-4 per cent. of 
the value of overseas imports in 1929 and 32-1 per cent. in 1932. 

As a result the disequilibrium existing at the end of 1931 
was not rectified during 1932. In the first nine months of 1952 
the various indices exhibit a uniform downward movement and 
the discrepancies recorded at the end of 1931 remained as before. 
The prices of agricultural and pastoral exports fell by a further 
11 per cent. as compared with 1929. The index of imported 
goods declined by 9 per cent. and the index of the wholesale 
price of South African goods declined by 11 per cent. The 
latter (1924 = 100) stood at 67-5 in October 1932 as compared 
with 55-6, the Statist index-number on the same base. Employ- 
ment declined further from 9 per cent. to 14-6 per cent. below 
1929. Bank debits to individual accounts in the Union, which 
had declined by 14-4 per cent. from 1929 to 1931, fell by a further 
17-3 per cent. if the first ten months of 1932 are compared with 
the first ten months of 1931. 

The outstanding development during 1932, however, was the 
very large reduction in imports. Whereas recorded exports for 
1932 were only £2-5 m. lower than in 1931, recorded imports 
fell by £20 m., from £53 m. in 1931 to £32-6 m. in 1932. This 
is a decrease of 60:8 per cent. on the value of imports in 1929, 
and of 49-1 per cent. on the value of imports in 1924. Taking 
these figures at their face value it is possible to attempt a rough 
estimate of the balance of payments for 1932, and it would appear, 
at first sight, that there was a favourable balance of payments 
of £18-8 m. for the year. These figures, however, exclude (as 
pointed out above) the export of capital which began in September 
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1931. Although there was an easing of the situation towards 
the middle of 1932 (and rationing of exchange was withdrawn), 
there can be no doubt that the general belief that no permanent 
adjustment could be expected in South Africa until a change 
in currency policy was undertaken, coupled with the reduced 


TaBLe I. 
Union of South Africa. Balance of Payments. 























1927. | 1928. | 1929. | 1930. | 1931. | 1932. 
Exports . : : : 96-5 96-7 97-9 83-4 71:8 69-0 
Imports . ‘ : ‘ 74-0 79-1 83-5 64-6 53-0 32-7 
Credit : ; : 22-5 17-6 14-4 18-8 18-8 36-3 
Other Credits : 
Ports and Transport 1-0 1-0 1-1 1-0 0-7 0-4 
Foreign Nationals . , 1-0 1-1 1-1 1-0 0-7 0-6 
Other Items . ‘ . 1-0 1-0 0-9 1-2 1-0 0-7 
Total Credits not Capital | 25-5 20-7 17-5 22-0 21.2 38-0 
Debits not Capital : 
Freight, Insurance, Com- 
missions . : : 7-8 77 8-3 6-6 5-8 3-8 
Interest “ : 6-0 5:7 5-6 5-8 5-0 3-5 
Nationals abroad 4:0 4:3 4:5 4-3 43 4-3 
Emigrants. 1-0 1-0 1-0 1-1 1-1 1-5 
Foreign Services and Gov- 
ernment expenditure 1-2 1-2 1-2 0-9 0-9 0-9 
Dividends. . : 10-6 10-3 10:3 9-5 8-5 8-0 
30-6 30-2 30-9 28-2 25-6 22-0 
Debit Balance (—) . |— 51 |— 95 |—-13-4 |— 62 |— 44 a 
Credit Balance (+) . — -— — —_— — |+16-0 
Recorded long-term Govern- 
ment and Municipal Loans 4-9 0-6 —_ 8-6 10 | *2-8 
Recorded long-term Private 
ans . ° ° : 1-5 2-2 0-9 1-4 — —_ 
Recorded long-term repay- 
ment of Loans — 0-2 — |— 26 — tT 5 | 
Remainder of Debit Bal- 
ance (—) — |— 67 |—15-1 — |— 34 —_— 
Remainder of Credit Bal- 
ance (+) 2 1-1 -- = 3:8 — j|T 188 

















* New Loan. 
+ See special remarks in the text concerning the export of capital. 


spending power of the export industries, the policy of subsidising 
exports at the expense of imports, and the burdensome effects 
of the high tariff, led to a continuous temporary and permanent 
export of capital throughout 1932. Funds were temporarily 
held abroad in anticipation of an alteration in the rate of 
exchange and in anticipation of a more favourable opportunity 
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for importing at a subsequent date. In addition, the repayment 
of overseas debts and obligations by Union nationals abroad 
and the withdrawal of funds by foreign nationals from South 
Africa continued. Moreover, it is probable that the recorded 
export statistics overstate the value of exports. The value of 
exports is the “free on board ” value in South African currency, 
and, in a time of falling overseas prices and depreciating currencies 
overseas, the values realised tend to be less than those stated at 
the time of shipment. 

In any case the banking statistics do not reflect a situation 
such as the recorded figures of the value of imports and exports 
would by themselves have brought about if there had not been 
the abnormal export of capital referred to. In the first nine 
months of 1932 deposits in South Africa further declined by 
£3-2 m. Advances and discounts, however, declined by £6-2 m. 
and the ratio of advances to deposits stood at 73-8 per cent. in 
September 1932 as compared with 80-6 per cent. in December 
1931. These changes are, however, largely explained by an 
increase in the Reserve Bank’s holding of Union Treasury bills 
and loans and advances to the Government of £3-7 m.1 The 
ratio of cash reserves of the Commercial Banks to deposits 
further declined in 1932 to 11-8 per cent. The Commercial 
Banks’ funds outside the Union increased by £4 m. Reserve 
Bank notes in circulation declined from £8-0 m. in November 
1931 to £6-4 m. in November 1932, that is, by 20 per cent. It 
would appear that, at the least, there was an abnormal export of 
capital from September 1931 to the end of 1932 (apart from the 
panic speculative transfers in the last three days before con- 
vertibility was suspended) of £15 m. It is probable that this is 
a considerable under-estimate. It is clear, however, that from 
September 1931 onwards the export of capital (whatever its 
exact amount) seriously aggravated the loss of income from 
abroad which the country was already suffering, and further 
curtailed economic activity. 

1 Apart from the reduction of the Reserve Bank’s holdings of foreign bills 
and a continuous decline of Reserve Bank notes in circulation from £9°1 m. in 
December 1929 to £6°4 m. (the lowest point on record) in November 1931, the 
change in Union Treasury bill holdings and loans and advances to the Govern- 
ment is the only alteration of any importance in the Reserve Bank’s position 
throughout the period under review in this article. Owing to the negligible 
variation in loans and advances, etc., prior to 1932, Reserve Bank figures have 
been omitted in the tables and calculations and in the graph given in the 
appendix. The Reserve Bank’s discount rate was increased from 5 per cent. 
to 6 per cent. on November 13, 1931, and reduced to 5 per cent. on October 7, 
1932. 
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The Budget prospects became worse during 1932, and at 
the beginning of November it appeared that the total deficit 
would be about £7 m. at the end of the financial year. It is 
clear that the Government and the Reserve Bank were hoping 
that, in spite of the widespread economic maladjustments which 
existed, and the lack of policy for dealing with them, the country 
would be able to continue the declared currency policy of the 
Government and the Reserve Bank, and that a change in world 
conditions would bring about a gradual improvement in the 
situation. 



































TaBLeE II. 
Year. A. AS. B. B’. Cc. D. E. F. G. 
Reserve Commer- 
Bank's A-B cial 
Peace — _ A — "ae Ratio of 
osi osits ne as : 
fog i , Advances! a ‘ho Gail, P Reserves ae — 
Union Current plus Assets jAdvances} Secur- of the Rasarves Dis- 
(Com- | Deposits. Dis- (Foreign plus ities and | Commer- "ee counts 
mercial counts. | Bills and} Reserve Bills cial Dincatia faa 
Banks). British | Bank’s | Receiv- | Banks, Pp ‘Ip it 
Govt. Foreign | able out- evee 
Secur- | holdings.| side the 
ities). Union, 
£(000,000’s). Per cent. 
1913 | 34-2 18-0 32-9 oo 1-3 8-1 7-2 21-0 96-2 
1922 | 64-7 29-9 45-1 0-5 20-1 23-0 9-9 15°3 69-7 
1923 | 61-1 32-0 38-8 3-3 25:6 21-5 9-5 15-5 63-5 
1924 | 58-0 30-9 36-4 2-2 23-5 23-8 8-9 15:3 63-3 
1925 | 60-1 33°3 38-5 6-3 27-9 22-2 9-7 16-1 64-1 
1926 | 58-9 31-9 41-1 6-3 24-1 27-0 10-0 17-0 69-8 
1927 | 59-4 33-2 41-8 77 25-3 30-5 8-7 14-6 70-4 
1928 | 62-3 33-5 45-4 8-3 25-2 31-4 8-8 14-1 72-9 
1929 | 60-6 30:5 51-1 6-6 16-1 25-7 8-7 14-4 84-3 
1930 | 63-5 27-9 44-5 6-5 25-5 38-5 8-1 12-8 70-1 
1931 | 56-6 24-7 45-6 mo 11-0 22-9 6-9 12-2 80-6 
1932 | 53-4 22-6 39-4 “= 14-0 26-9 6-3 11-8 73-8 
(Sept.) 














The change in the political situation, brought about by the 
announcement of Mr. Tielman Roos that he would re-enter the 
political arena in order to bring about the devaluation or depre- 
ciation of the South African currency, finally took the matter 
out of the hands of the Government and the Reserve Bank.} 
With the banking and economic situation which had developed 
the Government and the Reserve Bank could hold out no hope 
of again stopping the panic demand for foreign exchange and 
the run on the banks and building societies for cash in order to 

1 In view of the extraordinary burdens the primary producers were forced 


to bear, and the stagnation in economic activity throughout the country, this 
political development cannot be regarded with surprise. 
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convert notes into gold, as they had done in 1931.1_ No other 
course remained but to suspend convertibility. In doing so the 
agreement between the Reserve Bank and the gold mines ior 
the sale of the gold output to the former automatically lapsed 
and the Reserve Bank lost control of the gold output. Thereby 
the Reserve Bank was reduced to a position of almost complete 
impotence. It ceased temporarily to operate, and for the time 
being it left the adjustment of the exchange entirely to the 
Commercial Banks in consultation with the gold mines and other 
financial interests. 


£m. 
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Curve A= Total Deposits of Commercial Banks in South Africa at 31st 


ec, ——————— 
Curve B = Excess of Deposits over Advances in South Africa plus Reserve Bank’s 
Foreign Holdings at 3lst Dec. ------ 
Curve C = South African Banks’ London Funds at 31st Dec. ---:---- 
Curve D = Net Balance of Payments (see special right-hand scale) -|-|-|-|-|-|- 
Curve E = Cash Reserves of Commercial Banks at 3lst Dec. —-—-—-—- 


The most significant fact in the development of the situation 
in South Africa since the world depression is the extraordinary 
weakness displayed by the Reserve Bank during the whole of 
the period under discussion. Apart from its control of the note 
issue and the sale of the gold output, and the foreign exchange 
resulting therefrom, the bank appears to have exerted little else 
than an unimaginative and restrictive influence on the economic 
and financial situation. 

The events of the last two years again illustrate clearly that 


1 The Minister of Finance declared that between £2 m. and £3 m. left the 
country within three days. 
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in the case of South Africa (as in Australia) the strong com- 
mercial and financial nexus with Great Britain, which involves 
large South African funds in London and British funds in South 
Africa, exerts an all-powerful influence on South African financial 
and currency policy. 

Throughout the period under discussion in this article, just 
as before, during and after the War, the movements of credit in 
South Africa vary in accordance with the net balance of pay- 
ments and the Commercial Banks’ funds in London. The graph 
appended to this article illustrates this clearly. It compares 
the London funds of the Commercial Banks with the excess of 
deposits over advances and discounts in the Union of the same 
banks, plus the Reserve Bank’s holding of foreign bills and 
securities, at the 3lst of December each year from 1913 to 
1932. It shows secondly the Net Balance of Payments of the 
Union from 1921 to 1932. The course of total deposits in the 
Union and of the cash reserves of the Commercial Banks is also 
indicated. 

The graph reveals the very close connection between the 
South African Commercial Banks’ funds in London and the 
excess of deposits over advances and discounts, etc. in the Union 
(i.e. spending power in South Africa). The sudden rise in the 
Commercial Banks’ funds in London in 1925 and their subse- 
quent higher level is due to the amalgamation of the National 
Bank of South Africa with Barclays Bank (Dominion, Colonial 
and Overseas). The graph reveals also a high degree of corre- 
spondence between the Net Balance of Payments of the Union 
and both the London funds of the Commercial Banks and the 
course of credit in South Africa (i.e. deposits less advances and 
discounts, etc. of the Commercial Banks).* 

These are the real factors that control the credit conditions 
in South Africa. It should therefore be the policy of the South 
African Reserve Bank to facilitate the smooth working of the 
credit mechanism by a suitable currency policy and by using 


1 It should be noted that the graph is constructed from the statistics issued 
by the Census Office. For 1931 and 1932, however, the Net Balance of Pay- 
ments is estimated and the graph does not take account of the abnormal export 
of capital referred to in this article. The banking statistics for 1932 are those 
for the September quarter. The Net Balance of Payments, however, is estimated 
for the whole year. I am indebted for the method of constructing this graph 
to Professor Tocker’s article on ‘‘ The Measurement of Business Conditions in 
New Zealand ” in the Economic Record of Australia, Vol. I, No. 1, and his article 
in the British Economic Journat for December 1924, and to Professor D. B. 
Copland’s comments on the whole problem in his book on Credit and Currency 
Control (Melbourne, 1932). 
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every influence it can bring to bear on Government and banking 
policy to bring about those economic measures which will adapt 
the South African economy, with the least amount of unnecessary 
hardship, to changes in the South African national income, and 
income from abroad. 

A policy in a financially dependent country like South Africa, 
which rests on the assumption that the relationship between the 
British and South African banking systems is of lesser importance 
than the currency policy of the South African Reserve Bank and 
the Government, is based on a complete fallacy. Yet it was this 
assumption which apparently lay at the root of the official policy 
in the last two years. With the political and banking situation 
as uncertain as it still is, it is too early to attempt to forecast 
the course of future policy, but it is to be hoped that it will be 
more suited to the special financial conditions of South Africa 
than it has been in the immediate past. 

S. Herpert FRanKEL 
University of the Witwatersrand, 
Johannesburg. 


January 24, 1933. 











A NOTE ON IMPERFECT COMPETITION 


1. In a very suggestive and admirably lucid article in the 
Economic JOURNAL of last December Mrs. Robinson attacked 
certain problems of imperfect competition. Postulating, for 
simplicity, an industry in which there are no external economies, 
she assumed that in an imperfect market (1) each firm tries to 
maximise its own net monopoly revenue and (2) the industry 
comprising all the firms is in equilibrium, in such wise that there 
is no inducement either for insiders to leave or for outsiders to 
enter it.1_ She did not treat this case in its full generality, but 
confined herself to the simplified sub-case in which all the firms 
are exactly alike and situated over against their customers in an 
exactly similar way. In this sub-case, by means of an ingenious 
geometrical technique, she obtained several interesting and 
important results. In studying her article, however, I felt a 
doubt whether the two conditions postulated might not prove 
on occasions to be incompatible with one another. In order to 
satisfy myself on this point, I was led to apply to Mrs. Robinson’s 
problem the more powerful tool of algebraic analysis. The 
result is to confirm Mrs. Robinson’s conclusions and to extend 
them over a wider range. It may be of interest to some readers 
of the JourNnaL to see the problem worked out in this way. 
Though, however, it is, to my mind, a better and securer way, 
I should certainly never have thought of it if Mrs. Robinson 
had not first blazed the trail. This note attempts only the 
subordinate task of improving, on a rather bleak ice-wall, a 
staircase which has already been made and ascended. 

2. Let us begin with the simple case, treated in the December 
article, in which all the firms are exactly similar and are similarly 
situated towards would-be buyers. Write F(p) for the total 
quantity of product that all the buyers together will buy if the 
price at works of all the firms is p. Let f(p) be the quantity 
of product provided by each firm at average cost p. Let there 


be 7 firms. Let oe) be the rate of substitution, among one 


1 It is also tacitly assumed, as is proper for the purpose in hand, that there 
are a large number of firms, or, more generally, in the terminology of the 
sections which follow, that n is large. 
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firm’s customers, of product from the other firms when the price 
charged by the one firm, and by it alone, increases. Then Mrs. 
Robinson’s two conditions of equilibrium may be written : 


1 (1) + F(p) =fip). 
(2) 2 


+ F(p) — EP") — py, 

3. Secondly, let us abandon the ae that all the 
firms are of equal size, while retaining the assumption that their 
structure and environment are such as to make the prices at 
works charged in all of them the same. In this case all we have 
to do is to make n mean, not the number of firms, but the number 
of times that the output of any particular firm that we are con- 
sidering divides into the total output of all the firms, when any 
given price rules everywhere. The equations set out in the 
preceding section then apply. 

4, Thirdly, let us abandon the above assumption of similarity 
of situation as well as that of equality of size among the firms, 
and so allow of different prices ruling at works in different firms. 
In this case the condition of general equilibrium, namely, equality 
of receipts and of costs in the widest sense, which we are positing 
for the industry as a whole, need not hold good of any particular 
individual firm. We must, therefore, confine our argument to 
those particular individual firms, actual or imaginary, of which 
it does hold good. If we do this the equations set out above 
are still applicable. We must, however, give » a rather more 
complicated meaning. It means the number of times that the 
output of the firm we are considering divides into the total out- 
put of all the firms when some defined price P is ruling at works 
in our firm and the prices at works ruling in other firms are such 
that the whole system is in equilibrium. 

5. It is thus clear that in all cases we have two equations 
and two unknowns. Hence (1) Mrs. Robinson’s two conditions 
are always compatible, and (2) the problem envisaged is deter- 
minate. 

6. The equations yield immediately the following conclusions : 


(1) In the special case where the degree of imperfection in 
the market is nil, i.e. in a perfect market, 


1 Since, by definition { 1F(p) — U(p, n)} is identical with f(p) for all values 


of p, we may, if we wish, write, instead of, but not in addition to, the first equation, 
Y(p, n) = 0. 











110 THE ECONOMIC JOURNAL [MAROH 


spn is an infinite negative quantity, 
f'(p) is an infinite negative quantity. 


.. the actual value of p is the minimum average cost in re- 
spect of which it will pay our firm to have any output: 7.e. the 
firm is producing on its optimum scale. 

(2) If there is any (finite) degree of imperfection in the market, 


5 

.. since F’ always has a finite negative value, f’(») has a finite 
negative value. 

.. the actual value of p is larger than the aforesaid minimum 
average cost, and the firm is producing on less than its optimum 
scale. 

(3) If there is an infinite degree of imperfection in the market, 


Mt) *) has a negative value less than infinite. 


in such wise that “et = 0 for all values of p, Mrs. Robinson’s 


two conditions can, apart from freak cases, be jointly satisfied 
only for nil output. For practical purposes, though not, of course, 
in point of logic, they are, therefore, incompatible. 

(4) In the cases described in § 2 and § 3, where a single price 
at works in all the firms rules in equilibrium, the question arises 
what will happen to this price if the function F alters in such a 
way that the aggregate quantity demanded in equilibrium is 
increased. From the equations at the end of § 2 we can derive 
the further equation : 

la, dyb(p, 2) 
nv?) ~ "bp mpl ae. 
J(P) 








Pp: 1 
170) 


But the left-hand side of this equation represents the elasticity 
of what Mrs. Robinson calls the individual demand curve for 
the product of the particular firm we are considering, and the 
right-hand side the elasticity of that firm’s average cost curve. 
Over the range relevant to our problem we may assume with 
confidence that the elasticity of this latter curve will grow 
(numerically) larger as the price falls towards minimum average 
cost. It follows that anything which renders the left-hand 
branch of this equation for all relevant values of p larger causes 


1 It may be noticed, as a curiosity, that, if f’’(p) is negative over the relevant 
range, the position of the price index which satisfies Mrs. Robinson’s two con- 
ditions is one of unstable equilibrium. 
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the equilibrium price to fall; and conversely. When, there- 
fore, the function F alters in such a way that in equilibrium the 
aggregate quantity demanded is increased, there will follow a 
fall or a rise of price according as the elasticities of the individual 
demand curve over the relevant range are made numerically 
larger or smaller than before. A fall in price implies an increase 
in the output per firm and, therefore, if a fall occurs and if there 
is an increase in the number of firms, this increase must be less 
than in proportion to the increase in total output. 

7. These results add nothing of significance to those reached 
by Mrs. Robinson. The algebraic method, however, enables 
us to establish them without the need of assuming similarity 
either of size or of situation among the firms involved. It also 
enables us to set out clearly what the factors are upon which 
the form of the individual demand function depends. As was 
indicated in § 2, the check which a rise in the price asked at 
works by the firm we are studying imposes on the quantity of 
product demanded from that firm is made up of two elements ; 
(1) a reduction in the total purchases of those who have hitherto 
bought from that firm, and (2) a substitution by them of pur- 
chases elsewhere for purchases from that firm. The elasticity 
of the individual demand function in respect of any situation 
is thus determined by these two elements. It may be w. iten 


pF'(p) __p_, &h(p, n) 
F(p) f(p) 8p 


Now, when there is a common price throughout the market, 








raat is the elasticity, in respect of the price p, of the aggregate 
demand function for the whole market. This is, of course, 


negative. The other element, to be subtracted from it, is 
positive and is clearly larger (1) the less imperfect is the market 
and (2) the larger ism. Therefore, unless the market is absolutely 
imperfect, the individual demand function for any firm is always 
more elastic than the aggregate demand function. In the limit- 
ing case of a perfect market, it is always infinitely elastic, even 
though the elasticity of the aggregate demand function is nil. It is 


thus convenient to regard the expression Sh(p, 2) as a measure 
g Pp Sp 


of market imperfection in respect of the firm we are considering, 
when the average cost at works there is p and the whole system 
is in equilibrium. It may be noted finally that, if we have 
started from a position of equilibrium, and a new factor is intro- 
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duced, which renders the market less imperfect than it used to 
be, so that a gives place to another expression of larger 


value, the elasticity of the individual demand function over 
the relevant range is, pro tanto, enlarged, price at works falls, 
and aggregate output is increased. As before, if there is an in- 
crease in the number of firms, the increase must be less than in 
proportion to the increase in total output. 

8. It should be observed in conclusion that the aggregate 
demand function F employed here is not identical with the 
aggregate demand function of ordinary elementary analysis. 
In that analysis, when an aggregate demand function for any 
industry is set over against an aggregate supply function, it is 
usually assumed that costs of transport are negligible, so that 
the whole of the demand and the whole of the supply can be 
regarded as brought together at some single point in space. 
F(p) is thus the quantity of demand that will be so brought 
together at price p. Here, on the other hand, F(p) is the sum of 
the quantities of demand that will be brought together at a 
number of different points when the price p rules in all of them. 

A. C. Pigou 
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THE IMPERFECTION OF THE MARKET 
A Furturer Note 


THis note is a comment upon Mrs. Robinson’s interesting 
article on ‘‘ Imperfect Competition and Falling Supply Price ” 
(JouRNAL, December 1932, p. 544). 

1. To begin with a small matter. “Is it the case,’ Mrs. 
Robinson asks, “ that falling average cost to the firm necessarily 
leads to falling supply price for the commodity? Each writer 
who has contributed to the discussion so far appears to regard 
the prevalence of falling supply price as established as soon as 
he has established the fact that average costs to the firm may 
fall. The purpose of this article is to challenge that view ”’ (loc. 
cit., pp. 549-50). As one of the writers concerned, I should like 
to say that not only have I never taken that view, but, in an 
article to which Mrs. Robinson refers more than once, I went 
out of my way to repudiate it. My reason for thinking that 
“increasing return or diminishing supply price ” in an industry 
may result from diminishing cost in the individual firms was 
stated thus: when there are diminishing costs in the individual 
firms, “‘ enlargement of existing firms is often (though not always 
or necessarily) the most profitable way of increasing the output 
of an industry—and hence the method actually adopted ” 
(JouRNAL, March 1930, p. 106; italics added). That is to say, 
the conclusion that diminishing costs in the individual firms may 
lead to diminishing supply price in the industry was limited (as 
it obviously must be) to the cases where the enlargement of the 
industry is achieved by enlargement of the firms, and it was 
expressly stated that the enlargement of the industry will not 
always be achieved in this way. Thus my contention was that 
“ falling average cost to the firm ” will often, but not always or 
necessarily, lead to “falling supply price for the commodity ”’ ; 
and this is exactly what Mrs. Robinson argues—indeed, she goes, 

1 Similarly, in dealing with a rather different case, the transition from 
diminishing cost in the firm to increasing returns in the industry was made 
thus: ‘‘ expansion of particular businesses might be ’’—not will be or must be— 
“the most profitable way of securing an increase in aggregate output; so that, 
in the absence of other obstacles, the larger output could be obtained at a lower 


cost per unit ’’ (oc. cit., p. 108). 
No. 169.—voL. xLim. I 
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if anything, rather further than I did in claiming that the result 
will “ probably,” instead of “often,” follow. (I can speak only 
for myself, but I fancy that other contributors to the discussion 
will be as surprised as I was to find themselves saddled with the 
opinion which Mrs. Robinson attributes to them. It is note- 
worthy that she does not give a single quotation or even reference 
to show that any one of them has ever held it.) 

2. While this conclusion of Mrs. Robinson’s is, I think, gener- 
ally accepted by those who have given thought to the subject, 
her ingenious proof of it raises some questions on which further 
light would be helpful. 

She supports it by an appeal to a series of diagrams based on 
a theorem of Mr. Kahn’s—viz. that, in the conditions postulated, 
equilibrium requires ‘“‘ the individual demand curve of the firm ” 
[i.e. the curve showing the demand for its output] to be “a 
tangent to its average cost curve” (loc. cit., p. 547). My first 
question is: What exactly does the average cost curve represent ? 

Mrs. Robinson has seen and explained very clearly as regards 
the industry as a whole that, the conditions of supply (i.e. 
technique, organisation and so on) being given, the change in 
cost, or supply price, consequent upon an increase of output 
depends on the nature of the cause (e.g. the change in demand) 
which gives rise to it ;1 and that it is therefore impossible to 
draw a supply or cost curve for the industry as a whole showing 
unequivocally the cost, or supply price, of each output, since the 
cost, or supply price, is not uniquely determined by the output. 
(If such a curve is to be drawn at all, it must be drawn with 
reference to some definite and specified conditions of demand 
and be used to illustrate the effects of such changes in demand 
only as fall within the limits thus prescribed.) It is therefore 
rather puzzling that she should proceed to draw a cost curve for 
the individual firm without explaining why similar considerations 
do not apply in this case or, alternatively, what are the conditions 
of demand to which her cost curve refers.2. For it would seem, 


1 Or, more generally, the cost of a given output depends upon the way in 
which it is provided, and this in turn depends on various circumstances besides 
the size of the output and the technical conditions of the industry—among them, 
the character of the demand. 

2 We are told two things about the conditions of demand: (1) ‘‘ the demand 
curves of the separate firms are all alike ’’ (p. 545), and (2) ‘* the imperfection of 
the market arises solely from differences in transport costs incurred in respect of 
different purchases from the single firm, or from such differences between cus- 
tomers in their preferences for particular firms as cannot be altered by the 
action of the firms themselves ’’ (pp. 545-6). We may fairly be asked to infer 
that the cost-curve only applies under those conditions and that the demand- 
changes contemplated must not introduce any difference between the demand 
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prima facie, to be true of the individual firm, as of the industry 
as a whole, that the cost of expansion depends on the nature of 
the stimulus (e.g. the change in demand 4) which occasions it, 
and that the cost of production is not uniquely determined by 
the output, but depends in part on the character of the demand.1 

The point is simple and can be illustrated by adapting Mrs. 
Robinson’s highly apposite examples. A firm can expand in 
various ways,—e.g. by opening a new branch (shop, factory, or 
what not) or by squeezing more out of its existing establishment ; 
by adding a new “line” (say a new quality, shade or pattern) 
to its existing products or by increasing the output of its old 
“lines,” by adapting its methods to the requirements of new 
customers or by continuing in its old routine. Its costs are 
likely to be affected by the choice which it makes, and its choice 
will depend in part upon the character of the demand which it is 
seeking to meet. In other words, the cost at which a firm pro- 
vides any given output depends on the way in which it provides 
it, and this in turn depends on the character of the demand for 
it. For example, if the demand for retailers’ services is concen- 
trated closely about a particular shopping centre, a firm may 
supply all its customers from a single establishment, whereas if 
the demand were more widely spread it would operate through 
several branches: its costs might be different in the two cases 
even though its volume of sales were the same. 

Consider, then, the cases taken by Mrs. Robinson. In the 
first, ‘‘the imperfection of the market is due to differential 
transport costs,” and ‘the increase in [total] demand comes 
entirely from a fringe of newly-established suburbs on the out- 
skirts of a town.” Then “ the inhabitants of the suburbs would 
at first buy from the various firms in the centre of the town, but 
as soon as firms were set up in their own districts, they would 
transfer their custom to the new firms,” with the result that 
“the demand curves of the old firms ” “ fall back to their former 
position,” and so do their outputs and costs, the “ new demand ” 
being entirely “satisfied by the new firms” (loc. cit., p. 552). 
But why do not the old firms open branches in the suburbs ? 
Presumably, since the imperfection of the market is due to 





curves of the separate firms or any market-imperfection not belonging to one of 
the specified types. Mrs. Robinson’s examples illustrate the first type of market- 
imperfection only. It is argued below that the limitation of market-imperfection 
to this type, together with condition (1), is not sufficient to render the cost of a 
given output uniquely determinate. 

1 Here, of course, the ‘‘ demand”’ is the demand for the output of the 
individual firm. 
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transport charges and not to any bias in favour of the new firms, 
because they could not, by doing so, satisfy the additional demand 
as cheaply as, or at any rate more cheaply than, the new entrants. 
That is to say, in the conditions postulated by Mrs. Robinson, 
because expansion in this way would cause their average costs, 
not to fall, but to rise—or at best to remain unchanged, so that 
a cost curve relating to expansion of this kind would, over the 
relevant range of outputs, not be falling but rising, or at best 
horizontal. This, it would seem, is the reason why the enlarged 
demand does not cause the old firms to expand nor therefore 
costs and supply price to fall,—why, in Mrs. Robinson’s ter- 
minology, the old firms’ ‘‘ new demand curves ” fall back into 
their former position.1 

Similarly of her other cases. In the second, there was “a 
fringe of customers attached to the market of each firm who 
were never provided for in the manner which they would really 
have preferred (for instance, the location of the old firms may all 
have been equally inconvenient for them). They were indifferent 
between the old firms. But the increase in total demand has 
called into existence firms which exactly meet their various 
requirements ” (loc. cit., p. 553). One would suppose that if the 
increase in demand calls new firms into existence at all, this is 
because the existing firms cannot (e.g. by opening new branches 
in convenient positions) cater for the new customers and the old 
fringe as cheaply as a new entrant can: which means, on Mrs. 
Robinson’s assumptions, that if they made arrangements to meet 
the wants of these customers as well as the new entrants do, 
their average costs would rise,—that the cost curve relevant to 
expansion of this kind is, not falling, but rising.? 


1 It is no doubt possible to imagine, for purposes of illustration, that the 
new customers have a rooted prejudice against shops which are not self-contained, 
independent businesses even if they offer exactly the same service and facilities 
as those which are, and that this prejudice cannot be overcome by the offer of 
any amount of special facilities and attractions or *y expenditure of any kind, 
while the preference for shopping near home is similarly resistant to the offer 
of special facilities at the centre—so that the firms at the centre cannot satisfy 
the new demand as effectively as a new entrant at any cost. But the practical 
significance of such cases is perhaps not very great. They can be dealt with 
analytically by saying that the cost of enlarging existing businesses so as to meet 
the new demand as effectively as a new entrant is infinite. 

2 Here, as in the first case, the reason why the existing firms do not supply 
the new demand from their existing establishments is, of course, that the rising 
costs of transport (including those borne directly by the consumers as well as 
those incurred by the firms) offset the fall in the cost “ at works.’? Mrs. Robinson 
has adopted Mr. Sraffa’s method of treating transport costs—including those 
incurred by the producer—as a deduction from price, not an addition to cost. 
The price, or receipts per unit, shown in the diagrams is, so to speak, the price 
“* f.0.b. at works,”’ not “‘ c.i.f.’’ at the goods’ destination. 
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The third case is not quite so clear and I am not sure that I 
interpret it aright. Here “the increase in demand ” is “ spread 
evenly over the whole market—for instance, by a uniform increase 
in the density of population,” and “ the new firms ” are “ set up, 
so to speak, in between the old firms (either geographically or in 
respect of special qualities which appeal in various degrees to 
different customers), but the old firms expand so as to satisfy 
part of the additional demand. Here again it would seem, prima 
facie, that the emergence of the new firms is due to the fact that 
the old firms cannot (e.g. by opening convenient branches or 
otherwise developing qualities which make the appropriate 
appeal) supply the wants of the intermediate customers so 
cheaply as (or at any rate more cheaply than) a new entrant 
can—though they are, in this case, able to supply part of the 
additional demand as cheaply. This is why the “new demand 
curves ”’ take the position they do take: i.e. on the conditions 
postulated, it is because further expansion of the old firms, if it 
took a form which satisfied the wants catered for by the new 
ones, would not cause their average costs to fall.1_ Once more an 
average cost curve relating to expansion of this kind would not, 
like those shown in the diagrams, slope downwards towards the 
right. 

Expressed generally, the proposition which Mrs. Robinson is 
supporting appears to be this: If an increase in demand occurs 
in a part of the market ? which existing firms cannot reach, by 
expansion, as cheaply as a new entrant can, they will not expand 
to meet it; and the mere fact that they could lower their average 
costs by putting additional supplies on some other part of the 
market will not cause the price of the commodity to fall. 

However this may be, it is evident that Mrs. Robinson’s cost 


1 Indeed, it would seem that Mrs. Robinson could have illustrated her three 
diagrams (loc. cit., p. 551) representing the three various effects which an increase 
in total demand may have upon the output and costs of the firms in an industry, 
and therefore on the “ supply price’’ of its product, without postulating any 
difference whatever in the character of the increase in demand—by supposing in 
each case exactly the same change in total demand and taking up three different 
hypotheses about the cost at which existing firms could make the appropriate 
expansion. 

2 The division of the market need not be geographical. Customers who 
differ in taste, prejudice, knowledge, disposition and so on belong to different 
parts of the market. Another way of putting the point would be to say that 
the existing firms cannot, by expansion, satisfy the new demand as effectively 
as a new entrant at so low a cost. 

8 Her proof is not designed to establish the proposition in this general form, 
being limited to the special case defined by her initial assumptions; but it could 
doubtless be extended to cover the more general case. 
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curves are not intended to show the cost which the old firms 
would incur if they expanded in such a way as to satisfy the new 
demand as effectively as a new entrant. They relate to some 
other kind of expansion. But what kind? We cannot suppose 
them to depict the cost of expanding in the cheapest possible 
manner; for if the ordinate of each point on the curve repre- 
sented the lowest possible cost per unit at which our firm could 
turn out the quantity of product represented by its abscissa, 
Mr. Kahn’s theorem would no longer hold good. In equilibrium, 
receipts per unit cannot indeed fall below the minimum possible 
cost per unit, but they may exceed it.1_ For a firm may provide 
its output in a way which is not the cheapest possible, if by doing 
so it adds to its receipts as much as it adds to its costs. (For 
example, it may open a suburban branch even though it could 
supply the product more cheaply at its central establishment, if 
the first method would secure it enough custom to cover its 
costs and the second would not.) Nor can we, I think, suppose 
that the ordinates of the curve represent the actual costs which 
the firm would in fact incur if it produced the outputs repre- 
sented by their abscissz, i.e. the costs of producing them in the 
manner which would be most profitable in existing circumstances ; 
for, as we have seen, these depend partly on the state of the 
demand. A curve of this kind would be liable to change position 
with changes in demand.?, And Mrs. Robinson’s evidently are 
not; for in all the diagrams the cost curve remains undisturbed 
when the demand changes, and the conclusions that “the price 
of the commodity will be unchanged ” “ if the individual demand 
curve does not alter its slope,’’ will be raised if it is “less elastic 
in the new position ” and lowered if it is “ more elastic in the 
new situation ” (pp. 550-51), depend on the assumption that it 
does so. If the cost curve as well as the demand curve had to 
be redrawn when demand changes, we could infer nothing at all 

1 Unless indeed “ receipts’’ and “‘ demand price’’ are to be calculated by 
deducting from the firm’s actual takings the excess of its actual costs over the 
costs which it would incur if it provided its output in the cheapest possible 
way—which excess is, in equilibrium, the additional expenditure necessary to 
maintain its receipts at their present level instead of allowing them to drop to 
what the output would fetch if it were provided in the cheapest possible way. 
But a “demand curve”’ constructed thus would not be independent of the 
firm’s costs, and Mrs. Robinson has expressly said that hers are. 

2 Unless indeed it is drawn with reference to some specified conditions of 
demand setting prescribed limits to the type of demand-change which can be 
studied in connection with it. I cannot believe that Mrs. Robinson would limit 
the application of her curves in this way without saying so and indicating 


precisely what restrictions she was placing on the character of the demand- 
changes. 








_ -— wr wwwo fv =F VW Dw WwW we 


SS ae aS «ClhV 








1933] THE IMPERFECTION OF THE MARKET 119 


about the elasticity or form of the demand curve required to 
secure an unchanged, raised or lowered price. 

The first question which I want to ask is, therefore, this: In 
constructing an “ average cost curve,” what exactly are the costs 
to be set against each output? I feel sure that there is a per- 
fectly simple answer, but it would help me, and perhaps other 
readers of the JouRNAL, if Mrs. Robinson would say what it is. 

3. My second question relates to Mrs. Robinson’s treatment of 
“ normal profits ” and “ equilibrium.” 

“ If entry into the trade is possible, the industry will only be 
in equilibrium when profits are normal. If profits are more than 
normal, new firms will tend to enter the industry, and its output 
will tend to increase. If profits are less than normal, firms will 
tend to leave the industry, and its output will tend to decrease. 
Only when profits are normal will there be no tendency for the 
output of the industry to alter” (p. 546). As applied to the 
conditions postulated by Mrs. Robinson, this reasoning is familiar 
and cogent if we suppose that entry into each trade and move- 
ment from one to another costs nothing—that entry is not only 
“ possible” but free. For then profits must (after allowing for 
differences in risk and so on) be the same in every trade, and in 
each trade the level of profits excess above which will cause new 
firms to enter is the same as the level deficiency below which will 
cause old firms to move out: this is the normal level. Seeing, 
however, that free entry into a trade is difficult to reconcile with 
the notion of an imperfect market, Mrs. Robinson goes on to 
re-define ‘‘ normal profits,’ and, if I understand her aright, 
“ equilibrium.” We have “to define normal profits in respect 
to the particular industry, and it is that level of profits any 
excess above which will attract new firms” (p. 547). She pro- 
ceeds: “The proposition that the industry is in equilibrium 
only when profits within it are normal is then reduced to a 
tautology.” But not, surely, if “equilibrium” is used in the 
ordinary sense (the sense, too, in which Mrs. Robinson seems to 
have been using it in the passage quoted above), viz. that an 
industry is “in equilibrium ” when there is no tendency for its 
output to alter. Equilibrium in this sense does not require profits 
to be normal in Mrs. Robinson’s sense: it requires that they 
should not be above normal: they may be any amount below it 
provided they are not below the level which would cause firms 
to leave the industry. If there were no costs of movement or 
entry these two limits would coincide, but since, on our present 
hypothesis there are costs of entry, it would appear at first 
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sight that, in the conditions postulated by Mrs. Robinson, they 
need not do so; for the profits in any given industry might, it 
would seem, fall short of the level elsewhere, by any amount less 
than is necessary to compensate for the cost of movement, 
without causing the industry to contract.1 The usual way of 
meeting this point is, of course, to say that when the old firms go 
out of business, new ones will not enter to take their place, and 
that this process of wastage will go on until profits in the industry 
are once more on a level with profits elsewhere (allowing for 
differences of risk, costs of entry and so on); so that, in the long 
run, our limits coincide and price becomes equal to average cost, 
including cost of entry.2, But Mrs. Robinson’s assumptions pre- 
clude this answer: a firm dies because its costs have risen 
(which is ruled out by the assumption that “the costs of indi- 
vidual firms do not alter with the passage of time ’’), or because 
it has lost its grip on the market (which is ruled out by the 
assumption that ‘‘ the demand curves of the separate firms are 
all alike ’’). 

Thus it would appear that Mrs. Robinson is defining “ the 
equilibrium of the industry ” in such a way that, on her pos- 
tulates, an industry may be “out of equilibrium” although 
there is no tendency for its output to change: that, in fact, she 
is defining it to mean that profits there are at the level “ any 
excess over which will attract new firms,” not inferring that this 
is a condition for its occurrence. 

My second question, then, is: Is this interpretation correct ? 

If it is, the condition that price must be equal to “ average 
cost ”’ (as defined by Mrs. Robinson) is, it would seem, not neces- 
sary in order that the output of the industry should be stable; 
it is necessary only in order to secure the condition that profits 
stand at this maximum level—with which, indeed, it is identical. 
For average cost is defined so as to “include the average, per 
unit of output of the normal [i.e. this maximum] profit, along 
with other costs”: and, as we have seen, price or receipt per 
unit may, in the conditions postulated, fall below this level 





1 Provided, of course, that they are not below the minimum level which is 
necessary to induce the entrepreneurs to supply the factors which they provide 
at all. The lower limit to profits in the trade is set by this minimum level or by 
the net profits obtainable by movement whichever is the higher. 

2 Alternatively, we may suppose that the total quantity of resources (includ- 
ing entrepreneur’s services) available to the community is expanding, so that if 
profits fall below the level necessary to compensate for costs of entry, new 
resources avoid our industry and flow into others until the relative levels of 
profit are once more adjusted to the costs of entry. But the conception of a 
** moving equilibrium ”’ of this type raises many difficulties. 
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without causing the industry’s output to contract,—though it 
cannot rise higher without causing it to expand. 

Similarly, on this interpretation, Mr. Kahn’s theorem does 
not mean that the individual demand curve of the firm must be 
a tangent to its average cost curve in order that there should be 
no tendency for the industry’s output to alter, but merely in 
order that the firm should be earning this maximum profit. 

What is necessary in order that the industry should be “ in 
equilibrium ” in the ordinary sense of having no tendency to 
expand or contract its output is that price should lie within the 
limits set by “average cost” defined so as to include Mrs. 
Robinson’s “ normal profit,” and “ average cost ”’ defined so as 
to include the minimum profit, any deficiency below which will 
cause firms to leave the industry. It need only be equal to 
average cost if the profit included as a cost is the profit which is 
actually being earned; and it is only when the two limits 
coincide that there is one definite figure from which the actual 
profits cannot depart without setting up a tendency for the 
industry to expand or contract. Only then can Mr. Kahn’s 
theorem be interpreted as a statement of what is required for 
“equilibrium of the industry”’ in the ordinary sense of the 
phrase. As we have seen, this coincidence is difficult to re- 
concile with Mrs. Robinson’s initial assumptions. But perhaps 
there is some method of reconciliation which is not immediately 
apparent and renders unnecessary the interpretation of “ equili- 
brium ” suggested above. 

4. My questions have been framed to bring out what I con- 
ceive to be the fundamental dilemma presented in all attempts 
to treat these matters precisely. So long as we are content 
with a rough and ready indication of the forces at work, we can 
keep fairly near to the facts: but any attempt to make our 
treatment exact is apt to lead either to a degree of abstraction 
which renders the apparatus inapplicable to the actual phenomena 
we set out to explain or to a degree of complication which makes 
it cumbrous to use. As regards the matters at present under 
discussion, the root of the difficulty lies, as it seems to me, in 
the fact that the costs of any given output both affect and are 
affected by the state of the demand. I have tried to elucidate 
Mrs. Robinson’s solution. In conclusion, I should like to indicate 

1 When this is done, the statement that the demand curve must be a tangent 
to the average cost curve becomes simply a way of saying that the firm’s output 
must be adjusted so as to yield the highest profit which circumstances permit, 


and that there is only one output which yields a profit as great as this—or only 
one, at any rate, in the immediate neighbourhood of that chosen. 
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briefly an alternative line of approach—not in the belief that 
it is more satisfactory, but in the hope that its very inadequacy 
may throw some light on the complicated nature of the phenomena 
under examination. 

The total cost at which a firm provides a given output may 
be divided into two parts, viz. (i) the minimum cost of the output, 
i.e. the cost of providing it in the cheapest possible way known 
to those in control, and (ii) the special cost of the output, 7.e. any 
additional cost, over and above the minimum, incurred (whether 
for advertisement, transport, the provision of special facilities 
or what not) with a view to enhancing its selling value. (In both 
cases the “cost” includes the minimum payment necessary to 
secure the services of any resources which the owners of the 
firm provide themselves.) As a rule, though not in certain 
special cases, the minimum cost depends on technical considera- 
tions and is determined solely by the size of the output. The 
amount of the special cost depends, of course, partly on the 
conditions of demand (i.e. the consumers’ tastes and wealth, 
their position in space, their preferences as between our firm 
and others, their responsiveness to advertisement, the costs at 
which other firms can produce and advertise, and so on) and 
partly on the technical conditions in our firm (i.e. the cost at 
which it can provide various types and amounts of advertise- 
ment, facilities, transport, etc.). In equilibrium, it is determined 
by the simple rule that (1) expenditure of this kind is expanded 
up to the point at which the final increment of it causes an equal 
addition to the selling value of the output (or if there are several 
such points, then that one of them which yields the greatest 
excess of total selling value over total cost). Given the prices 
at which each output will sell if provided (and advertised) in the 
various ways open to the firm and given the costs at which the 
firm can provide (and advertise) it in each of these various ways, 
the total cost at which the firm will provide the output and the 
total sum which it will receive for it are determined. (I assume 
for simplicity that the cost at which our firm could produce and 
advertise a given output in a given way is constant.) 

The output which a firm will provide when in equilibrium is 
also determined by the general condition of which the rule just 
stated is a particular application : viz. that the owners must not 
be able to gain by increasing or diminishing expenditure in any 
way (whether by increasing or diminishing special cost without 
changing the quantity of output, by altering the quantity of 
output without changing special cost, or by altering both output 
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and special cost together): which implies, on the ordinary 
assumptions about continuity, that the final increment of 
expenditure on every line yields an addition to total receipts equal 
to itself. It follows that (2) the quantity of the firm’s output 
must be so adjusted that a small variation in it, whether accom- 
panied by a change in the total amount of special cost or not, 
must cause a variation in total receipts equal to the variation in 
total costs. (If there are several outputs satisfying this condition, 
then that one will be chosen which yields the greatest excess of 
receipts over cost.) Incidentally, it follows that if we suppose the 
value of each output to vary continuously with the special costs 
devoted to it, the price at which a firm’s final increment of product 
is sold must be equal to the difference which that increment makes 
to the firm’s minimum cost plus the addition to special cost 
necessary to sell it at that price and without a cut in the price 
charged for the rest of the output: that is to say, in all cases 
(whether simple competition, imperfect competition or_absolute 
monopoly) the price of a firm’s final increment of output must be 
equal to the saving in cost (including advertising and marketing 
expenses, if any) which it would make if it refrained from pro- 
ducing it while keeping price unchanged. 

Equilibrium also requires that (3) the price per unit at which 
our firm’s output is sold should be not less than its average cost 
per unit nor more than the price per unit which will just induce 
the most readily attracted potential competitor to enter the 
industry. If we follow Mrs. Robinson in supposing that all firms 
are in equilibrium when the industry is, that is as far as we need 
go. To allow for the fluctuations of individual firms, elaboration 
would be necessary. 

A change in the character of the demand—say the con- 
centration of customers nearer to the source of supply or a decline 
in the public’s “suggestibility’’ or the substitution of a few 
customers placing large orders for a larger number buying the 
same total quantity of product in smaller lots—is liable to alter 
in either direction the amount of special costs appropriate to some, 
or all, outputs: though, of course, it does not necessarily do so. 
As a rule, any change in demand has the effect of changing both 
the quantity which it is profitable to produce and the expenditure 
which it is profitable to devote to the production of a given output. 

Analysis along these lines can be readily expressed in symbols 
and may be illustrated by a simple three-dimensional figure.’ 


1 It can only be packed into a pair of plane curves either (a) by setting against 
each output the total cost of producing it in the manner most profitable in existing 














124 THE ECONOMIC JOURNAL [MARCH 





But an accurate formulation of it and discussion of its applications 
must be left to another occasion. Here it must suffice to say 
that the main object of it is to emphasise and allow for the fact 
that the cost of an output is not uniquely determined by its 
size, but depends also on the character of the demand: that 
accordingly a change in demand is apt to alter costs and price, 
not only through its effect on the volume of output but by changing 
the amount of expenditure which it is profitable for producers 
to devote to a given output; and that in a world of imperfect 
markets a substantial part of the community’s resources are 
absorbed in the efforts of business concerns to find and to create 
outlets for their products. If economic theory is to be brought 
closer to the actual conditions which it sets out to explain, it 
must, in one way or another, develop an apparatus which dis- 
plays and can handle the dependence of cost upon the character 
of the market and the closely connected phenomenon that 
“demand ” is not simply a datum to which the producers adjust 
themselves, but, in large measure, created and moulded by them. 
I am not so bold as to think that I have found that apparatus : 


I urge only that it is needed. 
G. F. SHovE 


Mrs. Robinson comments on the above as follows :— 


I have only space to make a brief comment on Mr. Shove’s 
criticisms. 

(1) I did not mean to attribute an erroneous opinion to Mr. 
Shove in the phrase which he quotes. Indeed it is obvious that 
his realistic method of analysis and my highly formalised method 
do not operate in the same ferrain, and any argument which 
turns upon the results obtained from such different sets of 
assumptions must in the nature of the case be idle. 

(2) Mr. Shove has convicted me of introducing an assumption 
which I did not state, namely, that the costs of the individual 
firm varied only with the amount of output, whereas actually costs 
are also likely to vary with the nature of the increase in demand. 
It is possible to argue that the necessity for making this assump- 
tion deprives my analysis of all interest. But I should contend, 





circumstances and the total receipts obtainable for it when produced in this 
way, or (b) by deducting from the selling value of each output its special costs 
so as to get a net receipts schedule and curve to set against the minimum costs 
schedule and curve. The first device is open to the objection urged above— 
that the curves are not independent and are therefore of little use for indicating 
the effects of change. The second conceals rather than illuminates the nature of 
the influences governing receipts. 
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first, that there are a number of instances in which my assumption 
will be approximately fulfilled ; second, that my simplified method 
of analysis enables us to isolate a point which it is exceedingly 
difficult to disentangle from Mr. Shove’s more intricate scheme. 
For he states that the “enlargement of existing firms is often 

. the most profitable way of increasing the output of an 
industry—and hence the method actually adopted.” But this 
at once raises the question, “ most profitable to whom?” Mr. 
Shove does not make clear the distinction between the equilibrium 
of the individual firm and the equilibrium of the industry. The 
firm will expand up to the point at which marginal revenue to it 
is equal to its marginal cost, but the entry of new firms will be 
governed by a comparison between average cost and price. In 
Mr. Shove’s treatment the conditions for the equilibrium of the 
firm are not clearly distinguished from the conditions of equili- 
brium of the industry, and this distinction — to me to be of 
fundamental importance. - 

(3) With Mr. Shove’s third point I am in entire agreement, 
and I merely refrained from mentioning it to avoid opening a 
fresh topic. Indeed I should go further than Mr. Shove and 
maintain that there are many cases in which profits will not tend 
towards normal in face of a contraction of demand even when 
there is “ free entry ”’ into the industry. 

Joan RoBINsoNn 
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William James Ashley, a Life. By AnnE AsHLEY. (London; 
P.S. King. 1932. Pp. vi -+ 176.) 


ASHLEY’S career was so varied, compared with those of many 
scholars, that even to one who fancied he knew it and him fairly 
well Miss Ashley’s short Life is full of news. The writing is 
intimate and there are intimacies which fall beyond the most 
widely interpreted range of a reviewer in the Economic JOURNAL. 
But the spiritual pilgrimage from a Baptist hatter’s home in 
Bermondsey, through the Oxford of Stubbs and Jowett and 
Toynbee, by way of Germany and Harvard, to Modern Church- 
men’s Conferences and a final residence under the shadow of 
Canterbury Cathedral is hardly one of these; and the most 
“lay ” economist ought to know that Ashley sometimes preached 
sermons. For all this was not boxed off from his economics and 
economic history and political activities: the two sides blended. 

He thought in terms of nations and institutions, of Church and 
State, as did Stubbs; in terms of social right and Christian 
ethics, as his father and Toynbee did. He owed to the Oxford 
of the early ’eighties, and to those German historical and national 
economists whom he seems to have found out for himself with 
hints from Toynbee and Cliffe Leslie, a high doctrine of govern- 
ment and no fear of “ state socialism.” In fact he accepted, and 
always held to, much of the Marxian historical analysis, and he 
called himself an ‘evolutionary socialist’ in his latest years, 
when the political world was calling him something quite different. 
The decided acceptance of Joseph Chamberlain’s leadership cost 
no effort, once the argument had carried conviction, to a man who 
was both warmly patriotic and unencumbered by any old allegiance 
to laissez faire. It should be added that to the essential Ashley, 
Chamberlain social reformer was an even more sympathetic 
figure than Chamberlain tariff reformer, though he was always 
shy of talking “ social reform.” 

Very early in life he had formulated a conception of his pro- 
fessional life’s business from which he deviated little to the end. 
“Tt seems to me that the work of the Economist should be (i) 
the investigation of economic history . . . (ii) the examination of 
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modern industrial life in the piece. We can leave to the Cam- 
bridge people hair-splitting analysis of abstract doctrine ”’ (p. 35). 
Or again, in his first address as Professor at Toronto . . . “ the 
economist will not aim at ending with a ‘law of rent’ or a ‘law 
of production’ based on Ontarian facts, but with a picture of 
Ontarian agriculture, and of the influences that affect it...” 
(p. 51). When appointed the first Harvard Professor of Economic 
History in 1892, he told his audience in his inaugural lecture that 
“six months’ steady work would probably suffice ” to familiarise 
the historian with that “‘ interesting chapter of modern thought,” 
political economy from Adam Smith to Mill and his critics. 
As Mill supposed that the leisure of a busy man in two years was 
enough to put all the important principles on paper, six mo.:ths 
seems ample. Ashley never supposed that six months’ work 
would give understanding of the economic world. Many years 
later he welcomed Marshall’s Industry and Trade ; but he was not 
much interested in economic algebra, or in statistics, or in the 
niceties of classification and definition. 

How long ago a home at Cambridge, Mass., seems in which 
there were no labour-saving devices and all the bread was made 
at home (p. 76). Almost as remote as these views on a vanished 
political economy may seem to the younger economic lions of 
Oxford, Cambridge or London, gnawing at the editor’s funda- 
mental equations. And indeed they are a little remote from 
us all. 

It was, in the main, simple patriotism and love of the place 
England which decided Ashley in 1901 to make that move from 
Harvard to Birmingham which “ puzzled many of his American 
friends” (p. 88), as we can very well understand. Picture an 
American incumbent of an Oxford chair throwing it up for one 
in a new university at Birmingham (Ala.). It was, as Miss Ashley 
says and as this reviewer very well remembers, in the spirit of a 
missionary that Ashley took up his work as head of the Birmingham 
Faculty of Commerce. He had the missionary’s troubles: “he 
must in the following months and years have had many moments 
of discouragement and perhaps even sometimes of doubt of the 
wisdom of leaving Harvard ”’ (p. 89). 

But however success might ebb or flow in the new Faculty, 
the municipal economics of Birmingham and the adviser’s 
place on one side of national politics, which his lining-up with 
Chamberlain had given him, left scope for—and as time went on 
absorbed—all his spare activity. He wrote an important semi- 
official memorandum on the draft measure for Unemployment 
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Insurance in 1908, and he threw himself into the work of the 
Unionist Social Reform Committee. ‘‘ The sphere of industrial 


> 


legislation is the natural field of Conservatism,” he wrote, 
because Conservatism had never burnt incense to laissez faire. 

Between him and his Free Trade friends, in the decade before 
the War, there was only a shadow of a division—over the nuts and 
wine; perhaps a shade more in type—on the strictly economic 
fundamentals. Toronto and Harvard and his own warm patriot- 
ism had taught him to underline the ix perial arguments. He 
attached a weight to the ‘“‘dumping”’ argument which some 
who then differed from him have, in their turn, learnt how to 
attach. And he understood as well as any of them the risks of 
unwise protection. He thought that the scales of a tolerably 
balanced argument tipped one way. They thought that they 
tipped the other. And then each side threw in its forecast and 
tradition. (A letter from Marshall on p. 137 shows Marshall 
himself sitting by the scales in 1901 and apparently not quite 
able to read off the pointer.) 

Something was written in the JouRNAL at the time of Ashley’s 
death about the later public and learned activities which his 
daughter describes in Ch. XV. The Life ends as it began with 
intimacies which are hardly for these pages. All Ashley’s friends 
will value it, and those interested in the course of recent 
economic thought should value it not less. J. H. CLAPHAM 


Gold and Monetary Stabilisation. (Lectures on the Harris Founda- 
tion, 1932.) By Prorressor J. Viner, Dr. G. HABERLER, 
Prorressor H. Parker Wiis, Proressor L. D. EpiE, 
Proressor J. H. Wiuuiams. (The University of Chicago 
Press. 1932. Pp. xii+ 174. 11s. net.) 

Or the five lectures contained in this volume, which were 
delivered in January 1932, those of Professors Viner, Parker 
Willis, Edie and Williams explicitly discuss current monetary 
problems, while that of Dr. Haberler contains a theoretical 
analysis, not without its implicit relevance to present affairs, 
of the underlying forces at work in the trade cycle. Of the four 
former, Professor Parker Willis is content to remain in the pre- 
1914 world of economic concepts; monetary stabilisation has 
no interest for him; he is sceptical of the desirability and practi- 
cality of credit control; he concludes “that the best Federal 
Reserve policy will be that of ‘ hands off,’ with rates maintained 
at a normal level, and no effort to attempt to interfere artificially 
with the course of events.” 
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The contributions of Messrs. Viner, Edie ana Williams are 
all intensely interesting; each in his own way brings out the 
changes that have come over the working of the gold standard 
and discusses how central banks should deal with the consequential 
problems. They all hold, with greater or less reluctance, that 
the gold standard must be given a further chance, and in par- 
ticular that the United States must abide by it now; but they 
also recognise that it is incumbent on the Federal Reserve system 
to take steps to secure some measure of internal stability. 
Professor Edie excels in the vigour and directness with which 
he advocates steps to combat the “ vicious shrinkage of credit.” 
In one respect it may be suggested that he dismisses the difficulties 
of the situation too lightly. In arguing against those who recom- 
mend external devaluation of the dollar in order to place the 
United States on a more favourable competitive basis, he writes, 
“‘ As soon as price levels in various foreign countries have been 
adjusted to their new levels of exchange rates, the competitive 
disadvantage to the United States will automatically disappear.” 
But why is it the prices in the various foreign countries that 
will have to be so adjusted? If these were small and unimportant, 
his conclusion would no doubt hold. Otherwise may it not be 
that the prices in the United States and other gold countries will 
have to be adjusted (downwards) in proportion to the new high 
levels of their exchange rates? But such a downward course will 
intensify the process of contraction and liquidation in the gold 
countries which he desires to counteract. Professor Edie was 
writing before we had the experience of 1932 to suggest this 
alternative possibility. 

Dr. Haberler’s very interesting essay is on more theoretical 
lines. He writes in conclusion, “I beg you to suspend your 
final judgment until the case has been more fully presented to 
you.” None the less it may be worth making some comments 
on the rough sketch of a theory that is before us, if for no other 
purpose than to secure that the fuller presentation will meet the 
difficulties of critics in advance. 

Two points call for discussion; first, his doctrine of “ relative 
inflation,” and secondly his theory of the relation of the trade 
cycle to changes in the vertical structure of production. With 
regard to the first, Dr. Haberler criticises “ traditional monetary 
theory’ on the ground that its exponents commonly fail to 
“distinguish between a fall of prices which is due to an actual 
contraction of the circulating medium and a fall of prices which 


is caused by a lowering of cost as a consequence of inventions and 
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technologicalimprovements.”’ This is, of course, not a dichotomy. 
The fall may be due to an increased output of goods without 
technological improvements, or to factors which we may group 
together under the head of Velocity of Circulation. When Dr. 
Haberler uses the expression “relative inflation’’ on page 56, 
he seems to use it for any increase in the circulating medium 
not resulting in a rise of prices. But on previous pages he has 
only given reasons for supposing that that part of the increase 
which prevents prices falling pari passu with costs, and not that 
that part of the increase necessary to offset the other changes 
mentioned above, has effects analogous to those of absolute 
inflation (rise of prices). When he continues, “ there is an obvious 
presumption that it was precisely this relative inflation [in the 
years 1924-8] which brought about all the trouble,” it is hard to 
follow him. Relative inflation in the restricted sense, namely, 
that part of the increase which prevents prices falling with costs— 
and Dr. Haberler has so far given us no reason for supposing that 
any other is likely to cause trouble—may, when prices are stable, 
be measured by the rate at which average costs are falling. It 
is easy to obtain an exaggerated idea of the rate at which costs 
are falling by concentrating on a narrow range of remarkable 
technological achievements in productive processes. To obtain 
the rate of fall required in this context, it is necessary to take an 
average of costs in the whole range of production and distribution. 
Nor is it clear that we should confine ourselves to the United 
States. It would seem to be the average relative inflation (if 
any) in the whole gold-using world that is relevant to present 
world troubles. Even if Dr. Haberler confines his attention to 
costs in the United States, he will have difficulty in showing why 
a moderate relative inflation there should produce troubles so 
much more severe than greater absolute inflations have produced 
in the past. 

The second topic for comment is Dr. Haberler’s analysis of 
changes in the vertical structure of production. His treatment 
is so short that interpretation and criticism is in danger of being 
misapplied. He points out that during a period of forced saving 
productive processes tend to become more roundabout. This, 
however, is not a differentia of the inflationary period. Processes 
tend to become more roundabout whenever the rate of increase 
of savings exceeds the rate of increase of population, and this is 
the normal condition of modern industrial communities. Con- 
sequently Dr. Haberler is in error if he holds, as he seems to, that 
the end of a period of forced saving must be followed by a reversion 
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to less roundabout methods. What happens is that during the 
period of forced saving the rate at which processes become more 
roundabout increases, and thereafter this rate decreases. Dr. 
Haberler writes that after the period of forced saving, ‘‘ the new 
roundabout ways of production . . . or at least part of them 

. will be discontinued.”’ This may or may not happen. If 
if does, it will not be a mere consequence of the fact that forced 
saving has come to an end. 

It is permissible to venture the question whether Dr. Haberler 
is not thinking of a cognate but different fact, which was known 
to, and much discussed by English writers on the post-1920 slump. 
When the rate at which processes become more roundabout is 
accelerated, or, to take a simpler condition, when the increase of 
output of consumable goods is accelerated, an abnormally large 
proportion of resources must (unless initially there was much 
fixed equipment lying idle) be devoted to the production of fixed 
equipment. When the acceleration comes to an end, the 
amount of resources so devoted is reduced. Difficulties will 
arise if the labour released by this reduction is immobile and if 
part of the resources so devoted themselves take the form of 
fixed equipment, for which an immediate use can no longer be 
found. 

What then is the evil and what the good in the legacy of 
inflation? The evil is that blocks of labour may be segregated 
in occupations where it is no longer wanted, and that capital sunk 
in the constructional goods industries may no longer earn a 
profit. The good is that industry is better equipped with capital 
than if the inflation has not occurred. Dr. Haberler seems some- 
times to write as if this second circumstance were not a good. 
Such a view is surely very paradoxical. <A legacy is left con- 
sisting of a rich endowment of capital aids to production. It is 
as though a good fairy had touched the earth with her wand, 
leaving it more fertile. Will not workers in succeeding years be 
aided thereby? Even in the unlikely event of the rate of 
increase of saving falling below the growth of population in the 
succeeding epoch, and production tending to get less roundabout, 
this will only affect new equipment and will not debar workers 
from using existing equipment. Dr. Haberler almost seems to 
suggest that the inflationary period only leaves behind a pro- 
gramme of capitalistic production, forgetting that it leaves the 
capital also and that all the succeeding generation is asked to 
supply for carrying on the productive process is labour. 


And what is the moral for the succeeding period? Let it 
K2 











132 THE ECONOMIC JOURNAL [MARCH 


be granted that the evil of inflation exceeds the good. Let the 
succeeding generation eschew inflation. But it is surely important 
that then of all times the rate at which methods become more 
capitalistic should not be allowed to fall below its normal level 
through involuntary dis-saving. Yet it will, if the price level is 
allowed to fall by more than the cost of production. To prevent 
the price level falling more quickly than costs, it may be necessary 
to create a large increase in means of payment to offset rapid 
deceleration of circulation in a slump. Not only did the Federal 
Reserve system not pump in sufficient new money to achieve this 
object, but it allowed a considerable decrease in means of payment 
to occur. 

To this volume is appended a list of recommendations 
signed by twenty-four economists, including Professors Viner 
and Williams, but not the other authors, on January 31, 1932. 
They urge—(1) an amendment to the Federal Reserve Act 
empowering the Board to permit the use of Government securities 
as a cover for notes during the emergency period [this was 
embodied in the Glass-Steagall Act]; (2) the open-market 
purchase of securities by the Federal Reserve system; (3) the 
vigorous and courageous extension of loans to banks by the 
Reconstruction Finance Corporation; (4) the maintenance by 
the Federal Government of its programme of public works and 
public services at a level not lower than in 1930-31; (5) the 
reduction or cancellation of inter-governmental debts, and (6) a 
reciprocal and substantial lowering of tariffs. May their memory 
be for ever blessed. R. F. Harrop 


Christ Church, 
Oxford. 


Planned Money. By Str Bast P. Buackettr. (London. Con- 
stable & Co. 1932. Pp. x+ 194. 5s.) 


Havine begun with an interesting discussion on the necessity 
and scope of economic planning in modern society, Sir Basil 
Blackett proceeds to urge the adoption of a stable standard of 
value. He conducts his advocacy with admirable vigour and 
clarity, he stresses what is important, wastes little time over 
pettifoggers and cavillers, and presents the main outline of his 
plan in a readily comprehensible manner. This book, which is 
written in simple language for the general reader, should be of 
great educational value. 

Of special interest are Sir Basil Blackett’s views on the right 
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strategy for securing the ultimate objective. He holds that at 
the coming Conference the possibility of stabilising the value of 
gold should not be neglected. ‘‘ The essential points are complete 
agreement between this country and the United States and deter- 
mination and ability on both sides to keep gold prices stable ” 
(after a preliminary reflation). However, “that the United 
States of America would be able and willing to enter into binding 
undertakings resolutely to put this policy into effect cannot be 
regarded as more than a possibility” (p. 133). Failing that, 
Great Britain should attempt to form a group of countries, each 
of which should take steps to raise prices and thereafter maintain 
stability in their own internal price-levels without attempting to 
resume the gold standard. Such a group might well comprise a 
very important proportion of the whole economic world. It 
would not set itself up in any spirit of hostility to the gold 
group, but must insist on retaining freedom to try out its own 
experiment. Great Britain would make no attempt to~dominate 
the group, but the stabilisation of sterling would immensely 
facilitate the task confronting other stabilising countries. 

Sir Basil Blackett gives welcome recognition to the view that 
even within the stabilising group internal stability and exchange 
stability might be incompatible and that internal stability is 
to be preferred. In criticism of the gold standard he writes that 
it “ yokes together in an uncomfortable partnership individual 
economic units of which the pace and direction of development 
are dissimilar and divergent” (p. 172). However, in the 
immediate future, ‘‘ some members would probably find that the 
best way of making their local currency a stable measure of value 
would be to keep it linked to sterling at a fixed ratio for long 
periods and not to contemplate any change in that ratio once 
established unless and until the pace and direction of their own 
economic development as compared with that of Great Britain 
made it clear that an adjustment up or down was required ” 
(p. 145). 

Sir Basil prefers a constant price-level to one falling in propor- 
tion to the increase of productivity per head. He holds that “ an 
index-number framed on the lines of the existing Board of Trade 
index-number of wholesale prices would afford a reasonably satis- 
factory starting-point for purposes of maintaining a constant 
price-level ” (p. 89). It would certainly be the simplest starting- 
point. It might be held that he does not do full justice to the 
view that for certain countries at certain times such a form of 
stability might have inflationary effects. This might be due 
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either to a failure of wages, etc. to rise as fast as productivity 
increases, or to a long-period downward trend in the equilibrium 
ratio between the price-level of staple goods, which are very 
prominent in an index-number of the type suggested, and the 
general price-level. As, however, Sir Basil allows some latitude 
to individual countries in the group, a modification of the definition 
of constant price-level to suit the needs of particular countries, 
provided that it was confined within certain limits, would not 
be inconsistent with his general plan. 

It remains to consider what would happen to the gold value 
of the independent currencies. There would be some danger, 
especially in the reflationary period, that the independent cur- 
rencies might get undervalued in terms of the gold currencies in 
the foreign exchange market. Sir Basil touches but does not 
elaborate this point. He writes, “it would be impossible to 
permit British capital to take part in a vigorous and unrestricted 
speculation in American dollar and other gold securities in 
anticipation of a fall in the exchange value of British sterling in 
terms of gold” (p. 168). This is so, not only on account of the 
temporary loss of capital, but also because under-valuation of 
the independent currencies might, like the present decline of 
sterling, tend to drag down gold prices still further and so to 
enhance the difficulties of gold countries, and an accentuation of 
the depression in those countries is bound to react adversely on 
the independent group. It is probable that the independent 
countries would do well to take rather vigorous defensive measures 
and mobilise their gold assets, in order to crush and kill bear 
speculators at the outset and on every occasion. 

Sir Basil is optimistic about the power of the Central Bank 
to control the value of a currency by its rate of discount and 
open market operations (p. 109). His optimism may be justified 
when once the plan is at work and an upward or downward 
tendency can be countered promptly. But when the situation 
has got thoroughly out of hand, as at present, and it is a question 
of undertaking a great reflation, his optimism is much more 
open to question. Nor is it clear whether it is in principle right to 
replenish the flow of circulating medium solely by stimulating 
new investment. The alternative is the well-accredited plan of 
increasing the flow of money through the Exchequer. Sir Basil 
writes, “if the currency system is to satisfy public requirements, 
there must be no suspicion of its volume being liable to be arbi- 
trarily increased to finance Government expenditure ” (p. 103). 
This is quite true if the word “ arbitrarily ” is stressed. The 
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position is wholly different if the Finance Minister is deliberately 
endeavouring in co-operation with the Central Bank, to increase 
the flow of circulating medium. It is necessary that the public 
should have confidence that the Minister can and will check the 
flow when reflation is completed. The vigorous measures which 
Great Britain has recently taken to balance her budget puts her 
in a peculiarly favourable position to undertake deliberate reflation 
through the Exchequer without loss of confidence. 

In view of the firm and unshakable foundations, fortified by 
logic and experience, on which Sir Basil is able to build his plan, 
some readers will regret that he seems to suggest in places an 
association between it and that aspect of the movement seeking 
expression at Ottawa which may be termed economic nationalism. 
It is a pity that the public should suppose his admirable schemes 
to be in any way connected either with vague and nebulous 
aspirations or with autarkish and predatory tendencies. 

R. F. Harrop 
Christ Church, . 
Oxford. 


The Crisis in the World’s Monetary System. By Gustav CASSEL. 
(Clarendon Press. Pp. 98. 4s. 6d.) 


Tue delivery of a series of three lectures at Oxford last summer 
has given Professor Cassel an opportunity of fulfilling his function 
of instructing public opinion in the intricacies of economic theory, 
especially of monetary theory in their application to current events. 
This little book of just under 100 pages is the result. As admirers 
of Professor Cassel will expect, it is full of wisdom, expressed with 
an admirable clarity and simplicity. 

He points out that so long as the policy of economising gold, 
recommended at the Genoa Conference, was carried out, it was 
possible to prevent any considerable rise in the value of gold. 
“The world reaped the fruits of this policy in an economic develop- 
ment in which most countries had their share and which for some 
countries meant a great deal of prosperity ” (p. 27). 

Progress up to 1928 was normally healthy; it was not more 
rapid than was usual in the pre-war period. It was interrupted 
in 1929 by the fall of prices, for which in Professor Cassel’s view 
the responsibility rests on the central banks. ‘The course of a 
ship is doubtless the combined result of wind, current and naviga- 
tion, and each of these factors could be quoted as independent 
causes of the result that the ship arrives at a certain place.” But 
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it is navigation that is within human control, and consequently 
the responsibility rests on the captain. So a central bank, which 
has the monopoly of supplying the community with currency, 
bears the responsibility for variations in the value of the currency 
(pp. 46-7). 

Under a gold standard the responsibility becomes international, 
but “if some important central banks follow a policy which must 
lead, say, to a violent increase in the value of gold, the behaviour 
of such banks must be regarded as the cause of this movement ” 
(p. 48). 

Professor Cassel further apportions a heavy share of the re- 
sponsibility for the breakdown to war debts and reparations. “The 
payment of war debts in conjunction with the unwillingness to 
receive payment in the normal form of goods led to unreasonable 
demands on the world’s monetary stocks; and the claimants failed 
to use in a proper way the gold that they had accumulated ” 
(pp. 71-2). 

Finally, for a remedy, “the best thing that the gold standard 
countries could do for a rapid economic recovery would be immedi- 
ately to start an inflation of their currencies. If this inflation 
were the outcome of a deliberate and well-conceived policy it could 
be controlled, and the consequent rise of the general level of com- 
modity prices could be kept within such limits as were deemed 
desirable for the restoration of a necessary equilibrium between 
different groups of prices, wages, and commercial debts ” (p. 94). 

R. G. HawtTRey 


Workers’ Emotions in Shop and Home: a study of individual 
workers from the psychological and physiological standpoint. 
By Rexrorp B. Hersry. (Philadelphia: University of 
Pennsylvania Press. 1932. Pp. xviii + 441. Price $3.) 


Tu1s book is mainly the outcome of the author’s intensive, 
individual study of twelve employees engaged in the repair of 
goods waggons and engines of the Pennsylvania Railroad. Like 
the work of Anderson, Mayo and others, it is a protest against the 
attempts of the efficiency engineer to increase production without 
reference to the psychology of the employee. ‘‘ The world,” says 
Professor Hersey, “is suffering from the efficiency complex and 
has forgotten that the purpose of production is the service of 
man.” “The modern theory expects the worker to produce at 
full speed all the time he is in the plant.” But “ just as at times 
keen enjoyment is derived from intense activity, so on occasions 
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a feeling of comparative freedom is very delightful. . . . Fortun- 
ate then is the foreman or employer who can so arrange the work 
of his men that the petty, unscientific formula of keeping the men 
busy every moment they are in the shop can be discarded.” 

But to achieve this aim, it is not enough to study objective 
working conditions and to record mass observations: it must be 
recognised that the efficiency of the individual depends also on 
his relations with his co-workers, on conditions outside his work 
and on various “ small ” events—all affecting his ‘‘ state of mind.” 
It was with the object of demonstrating the importance of in- 
dustrial relations and outside conditions, and of bringing to 
light the “‘ little things,” that the experiment described in this book 
was conducted. 

The twelve men were chosen (together with five others, of 
whom we hear little) by their foremen as taking an average 
interest in their work and as being ‘“ normal,” 7.e. presenting no 
problems in personality and physique. Professor Hersey spent 
practically an entire year in their company, interviewing each of 
them daily every two hours at their work, twice in the morning and 
twice in the afternoon, obtaining every possible relevant informa- 
tion from their supervisors, and visiting them frequently in their 
homes after worl.tng hours. They are said to have realised 
sympathetically the object of his investigations and to have co- 
operated fully in describing and analysing their emotions, moods 
and behaviour. Professor Hersey obtained information as to 
their fluctuations in output in relation to their individual average, 
their varying success or failure at their work, absenteeism, sickness 
periods, accidents, breaches of discipline and occasions of quarrel- 
someness. He gathered certain physiological observations on 
their physique, medical condition, weight, sleep, blood pressure, 
etc. And on the psychological side he had them tested for 
intelligence (verbal and practical), memory and mechanical 
ability ; and he inquired daily into their dreams, bodily aches and 
pains, and their fleeting and diverse interests, worries, satis- 
factions, cheerfulness, hopefulness, and emotions of anger, fear, 
disgust, etc., observing the relation of such conditions to their 
workshop behaviour. 

The last part of the book contains generalisations on the re- 
lations between emotion and productivity and between what the 
author terms “ zest for activity ” and physical condition. Here 
the author attempts to give numerical expression to the results 
of his individual observations and inquiries; and this must be 
regarded as the least reliable aspect of his research. He finds that, 
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under the influence of “ positive ’ 
is on the average 8-5 per cent. greater than when it is under 
the influence of “ negative ” emotional conditions. Individual 
workers show, as we should expect, wide deviations from this 
average, varying between 22 and 2-1 per cent. It is of interest to 


emotional influences output 


%” 


note that whereas the “ positive” emotions caused an average 
increase of 1-7 per cent., the “ negative ’’ emotions caused a far 
larger average decrease of 6-8 per cent., in relation to what “‘ the 
workers considered their normal level.” This phrase at once 
throws suspicion on the reliability of so conjectural an estimate of 
normal output; and this suspicion is not dispelled by the occur- 
rence of an unvarying estimate (10 per cent.) several times in 
the book in such phrases as “his output was at least 10 per 
cent. above (or below) normal.” But even if we doubt the 
reliability of such estimates, even if we complain of not being 
told what exactly is included under “ positive ” and “ negative ” 
emotions, we may nevertheless be disposed to accept the author’s 
finding that in industrial conditions the “ positive ” emotions 
do not increase production as much as “ negative” emotions 
diminish it. 

Our doubts as to the accuracy of Professor Hersey’s numerical 
data are not diminished when we bear in mind that the workers 
are said to have “co-operated fully” in estimating their own 
emotional states—so fully that of one worker it is remarked ‘ the 
next day, Wednesday, he rated himself as half neutral plus and 
half pessimistic,’’ or when we consider the possibilities of errors 
of report, and of “ playing up to” the investigator, the com- 
plexity of conditions, the difficulties of “ weighting” and the 
uncertainties of interpretation which must have beset Professor 
Hersey throughout his many hundreds of interviews with each 
of his subjects. 

Nevertheless, most of his conclusions are probably correct 
enough. He finds, for example, that the workers’ feelings of 
physical fitness are associated far more commonly with periods 
of increased production than are the opposite feelings of unfitness 
with periods of diminished production. He finds that their 
feelings of tiredness are far more often traceable to “ outside ” 
influences than to any other single cause, these influences including 
such disturbances as arise from loss of sleep, malnutrition, unwise 
recreation, family worries, etc. “ All told, the employer would 
seem to be able to reach only half of the causes of fatigue by direct 
methods. We can, however, still look to the employer—and the 
physician—to take the lead in attempts to reduce the effect of the 








—. we Cor tre fe | |36o 








tput 
nder 
dual 
this 
t to 
age 
far 
the 
nce 
> of 
ur- 
in 
per 
the 
ng 


CP 


rs 
ms 











1933] BRITISH RAILWAYS IN BOOM AND DEPRESSION 139 





non-plant causes.” He finds that the workers’ wives are ‘“‘ much 
more receptive to ideas coming from management than their 
husbands,” and he suggests that, following the example of the 
Philadelphia Rapid Transit Company, addresses might well be 
delivered to wives at the annual picnic or other gatherings of a 
company’s employees and their familics, “showing them their 
role as controllers of the family finances, as definite causes of 
accidents through their nagging and their unwise demands on 
their husbands.” 

Finally, the author presents evidence of a regular rhythm 
occurring in emotional fluctuations, the span of which is, on the 
average, slightly more than six weeks, varying, however, in 
different persons from 3 to 9} weeks and deviating by about one 
week more or one week less than the average period at different 
times in the same person. Twenty-nine cases were studied 
(including twelve non-manual workers), the majority of them 
for one year, and the rest for slightly over four months. In every 
one of them these regularly recurrent fluctuations in “ emotional 
tone’ were discovered, varying in degree from elation and 
cheerfulness to apprehension and worry. Professor Hersey 
discusses many conceivable causes of this rhythm (the existence 
of which has been advanced by previous investigators), but 
without reaching any definite conclusion. 

As has been said, it is easy to discuss the validity of the 
author’s procedure in collecting and evaluating these and other 
data, but it is doubtful whether his conclusions are invalidated 
becauce of such criticism. His well-written and interesting book 
may be regarded as a pioneer effort in the technique which he 
employs. It remains for future workers to test his important 
conclusions by a similar or by a different, improved technique. 

‘ Cuaries S. MyErs 


British Railways in Boom and Depression. By C. DovuGtas 
CAMPBELL, Ph.D. (P.S. King and Son. Pp. 125. 6s.) 

Dr. CAMPBELL describes this book as “an essay in trade 
fluctuations and their effects 1878-1930.” His aim has been to 
examine whether the reactions of the business cycle are more or 
less the same in the railway business—the biggest of British public 
utilities—as in other industries. 

The first four chapters consist of an elaborate statistical 
investigation based upon the published accounts and statistics as 
shown in the Annual Railway Returns. The railways are 
examined as a whole in the first three chapters, whilst in the fourth 
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they are treated in the four main groups into which they were 
amalgamated under the Railways Act, 1921. The object of this 
second treatment was to ascertain whether the railways serving 
highly fluctuating trades, “such as engineering, shipbuilding, 
coal-mining, etc.,”” were more subject to fluctuations of profitability 
than those serving relatively stable trades, “ such as agriculture 
and foodstuffs.”” This aspect could have been studied much more 
effectively by dealing with individual companies prior to the 
amalgamations. The author recognises this when he suggests 
that it might repay the managements to make analyses of their 
different areas, but he would have been more likely to convince 
them by a demonstration based upon the companies in the pre- 
war period. That there are cyclical fluctuations in profits, and 
that the “industrial systems”? have been subject to greater 
fluctuations are established by the figures. 

These though were well-known facts, and the question may 
be asked whether the author’s investigations have materially 
enlarged our knowledge of them. The best has probably been 
done with the figures available, except in the respect already 
noted. The material though is so poor that the results can hardly 
fail to be disappointing. In the years 1901-1912 a sum of 
£1,000,000 is deducted each year on account of a change in the 
method of accounting total expenditure. This appears to be a 
solitary instance of correction. Yet every amalgamation through- 
out the whole period had its influence on the figures of tons of 
goods and numbers of passengers carried owing to the practice of 
through traffic being counted by each railway concerned in its 
carriage. Ton-mile and passenger-mile figures were not available 
until 1920. Profits are disclosed profits, and often differed widely 
from actual profits. The companies have always made a practice 
of spending generously out of revenue on renewals, replacements 
and improvements when times were prosperous, and curtailing 
such expenditure when trade was depressed. The actual vari- 
ations must have been greater, possibly much greater than those 
disclosed. In this respect the figures of recent years may perhaps 
be more reliable than those for the first 30 years examined. 

The last chapter consists of an examination of the Railways 
Act, 1921, in the light of the conclusion that railway profits and 
trade prosperity are connected. The result is a condemnation of 
the principle of the Standard Revenue as set out in the Act, a 
condemnation with which agreement would seem inevitable. The 
Railway Rates Tribunal is on the horns of a dilemma. “ Either 
it must adjust rates to keep stability of net revenue, or it will 
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keep rates stable and allow net revenue to fluctuate.” In the 
latter event, the terms of the Act are not being carried out; in the 
former, railway prices would move in the reverse direction to trade 
prices. The attempt to standardise railway rates has also been a 
failure, as shown by the rapidly falling percentage of traffic carried 
at the standard rates. Finally, Dr. Campbell concludes that the 
uniformity in the standard rates, which has been established, 
is incompatible with the principle of the standard net revenue, 
when the companies serve areas with such differing trade and 
traffic characteristics. All points to a revision of the Act being 
very necessary. W. T. STEPHENSON 


The Masquerade of Monopoly. By F. A. Fetter. (New York: 
Harcourt, Brace & Co. Pp. 470.) 


JUDGE-BAITING has recently become quite a fashionable 
occupation among American economists, and in this very lively 
book Professor Fetter makes most devastating play among the 
decisions, under the various Anti-Trust Acts, of the Supreme 
Court of the United States. He is concerned to show that, in 
effect, the system of free competition is being whisked away 
under the very noses of the judges without their being acute 
enough to realise this, or imaginative enough to appreciate the 
important economic repercussions of all-pervading monopoly. 
He considers that the most potent weapon in the hands of the 
monopolist is price-discrimination, particularly that form of 
discrimination made famous by the “ Pittsburgh-Plus ” case ; 
that an equitable and stable economic order can be based only 
upon a system of free competition, and that, in consequence, the 
law, the courts and administrative bodies, such as the Federal 
Trade Commission, must concentrate upon the elimination of the 
discriminating price system. 

The book, which is rather unwieldy and diffuse in structure, 
consists of six parts. Part I is devoted to a study of conditions 
in the oil industry since the Standard Oil case of 1911. It 
criticises the reasoning of the judges in that case for their failure 
to make clear what was implied, in the economic sense, by the 
term “restraint of trade,” and it makes the point, which other 
writers have stressed, that the dissolution of the Standard Oil 
interests under the 1911 decision seized the shadow but left the 
substance of monopoly. Nevertheless, as Professor Fetter admits, 
circumstances have restored competition in the oil industry and, 
although the widespread discovery of new oil-fields has been the 
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principal factor responsible, yet the 1911 decree of dissolution may 
have had its influence in bringing this about. 

Part II constitutes a detailed study of the now famous Steel 
Corporation case of 1920 and, here again, the author very forcibly 
reveals the weaknesses in the economic knowledge and reasoning 
of those who were responsible for the majority opinion. He 
makes it clear that a new form of monopoly is growing up—one 
in which the principal concern in an industry is so large that 
the independents are only too willing to take the safe course 
and ‘‘come under the umbrella’ of the combine’s prices—of 
which the judges have not yet become aware. In the abandon 
of his vigorous attack, however, Professor Fetter seems to demand 
of members of the Supreme Court knowledge and depths of reason- 
ing which can hardly be expected of any group of men. It is 
unfair to expect lawyers also to be trained economists. To state 
that ‘‘ success cannot be achieved by the law without assistance 
from economic analysis ” is to ignore the very different opinions 
which different economists can give upon the same question and 
to over-estimate the part that abstract economic analysis can 
play in the framing of decisions in practical affairs. 

Part III consists of a very elaborate study of the “ Pitts- 
burgh-Plus” system, and Part IV of an account of the more 
famous of the Open-Price Association cases in which the conclusion 
is reached that in the activities of such associations can be dis- 
cerned the monopolistic method of the basing-point price system. 
Part V deals with the true nature of competition and the tests 
which may be imposed to determine whether any system is truly 
competitive, and Part VI with methods by which the competitive 
regime might be restored in the United States. 

Whilst undoubtedly Professor Fetter performs a service in 
making clear how pervasive monopoly has become, it is to be 
doubted whether price discrimination is so predominant a force 
as he believes or whether, indeed, the economic system is so 
simple in its operation as he premises. Competition certainly 
is not the frictionless and infallible corrective of economic dis- 
equilibrium which he imagines when he says, “ Market com- 
petition is a peaceful and constructive process of rivalry in efficient 
production—it is ideally a process of trial, stimulation and selec- 
tion by which each finds a fit place. Competitors unable to hold 
their own in one market may easily continue to sell in another, 
whilst others will find their greater gain by shifting to another 
occupation.” Ruinous competition and the consequent in- 
stability, he seems to argue, can only appear through monopoly 
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action (p. 400 and p. 414). How then can he explain the ruinous 
competition in the cotton or bituminous coal industries of the 
United States? He apparently does not admit the chronic 
tendency of competition to produce surplus machine capacity 
and the problems raised by its presence, and he comes to the 
conclusion, with very little reliable information to go upon, 
that ‘‘ (mergers) are not in economic quality the fittest to survive, 
and even those now existing must shrink to their due proportions 
when put to the test of competition in a fair field with no favour.” 

This over-simplification of the real issues in the provision of 
safeguards against monopoly is further shown in the remedies 
which Professor Fetter suggests for the restoration of competition. 
Discriminating prices constitute the heart of the monopoly 
problem, he urges, and in order to deal with this it will be sufficient 
for each factory to have a publicly posted price at which it will 
sell to all. But this “ uniform mill-base price plan ”’ patently 
leaves the way open for many forms of monopoly action. Uniform 
prices may be uniformly monopolistic. A concern with many 
factories might well exercise price discrimination by having 
different prices at its different factories. A public posted price 
would mean very little in industries, say cotton-weaving, in which 
the product is almost infinitely varied and changes from day to 
day. And, in any case, under a system of free competition as 
Professor Fetter envisages it, no seller can say at what price he 
will sell; this must be determined for each transaction by the 
higgling between seller and buyer. 

The value of this volume consists, therefore, not so much in 
the solution it offers, as in the problem it so clearly and vividly 
raises : How will it ever be possible to frame and interpret laws, 
in a world in which commercial and economic units are so flexible 
in form, to produce the economic results in the control of mon- 
opoly which the State wishes to bring about ? J. JEWKES 


University of Manchester. 


The Theory of Protection and International Trade. By Micuat 
Manoiztesco. (P. 8. King & Son. 1931. Pp. xxxi + 262 
12s. 6d.) 


TuE author of this book is a leading business man and has 
held the portfolio of Industry and Trade in Roumania. The book 
is ambitious, both in aim and in method; the greater part of it 
being concerned with a rigorous attempt—in which free use is 
made of algebraic equations, statistical verification and reference 
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to economic authority—to establish a scientific theory of protec- 
tion. The author is not content, as most are, to explain the 
persistence of free-trade thought side by side with protectionist 
practice, upon realistic and somewhat cynical grounds. The 
justification of his scientific approach is, however, somewhat 
naive, as may be judged from the propositions contained in the 
introduction to the English edition : 


“ Hither science is wrong in its basis, or history does not 
tell us the truth. Now, as history cannot lie, it is evident 
that science must be wrong.” 


The introduction referred to contains the gist of the author’s 
argument, which is that manufactures are more “ productive ” 
than agriculture, and ought to be fostered in every country. He 
claims to have discovered not only a fundamental justification 
for tariff protection, true for all countries and for all times, but 
a reliable criterion by which such protection may be scientifically 
applied. The thesis is that competition based upon price com- 
parisons cannot be trusted to bring about the most “ productive ” 
economic organisation within national units, “ productivity ” 
being defined as the value of product per unit of worker employed. 
An elaborate attack is made upon Ricardo’s comparative cost 
reasoning; but the author is evidently not familiar with the 
modern elaboration of the theory at the hands of Taussig and 
his pupils. In an involved algebraic discussion he seeks to show 
that Ricardo’s reasoning holds true only in the single case where 
the ratio of the productivities of agriculture and industry in the 
two countries concerned is equal in both cases to unity, or in 
other words where competition has brought about the optimum 
utilisation of resources within each national unit. This is, of 
course, the premiss upon which Ricardo reasoned and the 
admission that, given this premiss, the theory holds true, 
concedes the validity of Ricardo’s reasoning. 

The crux of M. Manoilesco’s argument, therefore, is his 
contention that competition fails to bring about the maximising 
of productivity, and this is no doubt true if one adopts the curious 
definition which he uses. Added value per worker employed 
is not, however, an adequate test of true productivity and the 
subsidising of those industries which show the greatest added 
value per worker would not lead to the greatest aggregate 
production. 

The statistics used in this book are uncritical. No account is 
taken of differences of capital equipment, elasticities of demand, 
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limited markets, special skills, scales of organisation, etc., etc. 
The summary manner in which the author disposes (pp. 142-8) 
of the changes in price relations that would be caused by the 
application of his principle does not indicate an adequate 
appreciation of the complexity of the problem. His world, in 
which less effort is given to commerce, States become more self- 
sufficient, and all industrialise, would not maximise productivity ; 
but would narrow the area of specialisation, reduce the scale of 
output, hamper efficiency in production and lower standards of 
living. For he is not content to argue the possibility of wise 
tariff protection snatching temporary national advantages from 
the inefficiencies of competition, but maintains his system as a 
permanent “ scientific’? improvement, rejecting as unscientific 
all such arguments as those of List. 

There is included in the book a long and interesting tilt at 
what M. Manoilesco calls the policy of the League of Nations. 
It is difficult to identify such a body as the League with_a policy. 
Its decisions and pronouncements necessarily depend upon the 
judgment of ever-changing groups of national representatives 
upon its various committees. The criticism is really directed 
against the tenor of the discussions and resolutions at the World 
Economic Conference of 1927. The virtual unanimity of the 
large gathering of experts at that conference in advocating freer 
measures of international trade seems to M. Manoilesco to have 
foundered against not only the hard facts of reviving economic 
nationalism, but also the true explanation of international trade. 
There is little doubt of the former, but few economists will agree 
that M. Manoilesco has successfully demonstrated the latter. 

J. B. ConDLIFFE 


Institutional Revenue. By H. D. Dicxryson (London: Williams 
and Norgate, Ltd. 1932. Pp. 264. 10s. 6d.) 


Tus is an interesting book containing some useful discussions, 
though it takes a long time getting to a point that is not after all 
very new. The main theme is that our social institutions have so 
developed as to provide certain privileged classes with an income, 
whether from salaries, fees or profits, greater than either their 
capacities or their services to the community would justify. 
Under conditions of equality of opportunity, the return on equal 
natural abilities would tend to be equal. But since the members 
of some classes start with advantages of background, nurture and 


education denied to their less fortunate fellows, they reap the 
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benefit of the restrictions so imposed in the form of a species of 
unearned increment which the writer terms ‘“ institutional 
revenue.” He distinguishes five social strata or “ non-competing 
groups ’’: the upper, upper middle, lower middle, skilled working 
and unskilled working classes. Each of the higher groups enjoys a 
standard of living safeguarded by the fact that the groups below 
cannot effectively compete. Thus the professional man has 
nothing to fear from the manual worker, although every successful 
professional man is not necessarily more able or more industrious 
than every labourer. So also (though on this much less stress is 
laid) the skilled worker, protected by Trade Union regulations, 
need not fear the competition of the unskilled. Our laws of 
inheritance tend to make social advantage cumulative, so that 
in an individualist society the rich tend to become richer and the 
poor, at least relatively, poorer. The fortunes earned by excep- 
tional individuals such as Charlie Chaplin, Caruso, and Mr. 
Bernard Shaw are not, however, due to any particular social 
institution, and are therefore classed as ‘“‘ rent of ability ”’ and not 
as “institutional revenue.” This distinction does not appear 
well-founded, since artists like other men are free to sell their 
services in the most favourable market, and it is doubtful whether 
they would be as well off financially in a non-individualist society. 

Mr. Dickinson does not arrive at the discussion of these 
interesting topics until he has taken us through a great deal of 
preliminary matter, of which it must be said that for the beginner 
or the general reader the explanations are somewhat inadequate, 
while for the student with a grounding in economics they would 
appear superfluous. A good deal of the exposition is so much 
influenced by German thought that it has acquired some unneces- 
sarily clumsy tricks and turns of phrase. There is no reason why 
expressions such as use-value, cost-goods, conjuncture-gains, and 
factor-distribution should displace their ordinary English equi- 
valents, and it is difficult to see in “ marginal buyer’s subjective 
exchange-value ” any improvement on ‘“ market value.” Some 
of the exposition, moreover, suffers from a tendency to make 
comparatively easy matter obscure by means of explanation. 

A more serious defect in so analytical a work is the absence 
of any attempt at explanation, historical or other, of our social 
organisation. To say that social inequalities are due to the 
individualist form of society does not shed much light on the 
matter, and possible biological explanations are mentioned only to 
be summarily dismissed. It is to be feared that Mr. Dickinson 
will convert none but the converted to his point of view. 
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A novel ad useful feature of the book is an excellent summary 
or précis, recapitulating in thirty pages at the end of the volume 
the argument of nearly two hundred. H. ReyNnarD 


An Introduction to International Trade and Tariffs. Dy R. A. 
Hopeson. (London: Sir Isaac Pitman & Sons, Ltd. 1932. 
Pp. xiii + 191. 5s.) ; 

Tuis book can be recommended both to beginners of the study 
of Economics and to the general reader in search of light in matters 
of such immediate and vital interest. The arrangement is good, 
the exposition lucid and the treatment unexceptionable. 

In Part I the reader is introduced to the meaning of Inter- 
national Trade, and to the elementary truth that every country 
normally gains by devoting itself to the production of those goods 
in which it has a differential advantage, while importing the others 
from countries with a similar policy. He is then shown the 
mechanism of international settlements and learns the complica- 
tions introduced by the balance of trade, currency policies, 
monetary conditions, long-term loans and short-dated credits. 
The subsequent chapters discuss Protection and Free Trade and 
conclude that while there is no difficulty in coming to a decision 
on purely economic grounds—a decision implicit in the previous 
arguments—‘“‘ the difficulty lies in the fact that arguments for 
protection appeal in the last resort to other than economic 
criteria.” 

Part II deals with some technical aspects of Tariffs, classifies 
them according as they are intended for a source of revenue or a 
means of protection, and explains different forms, types and 
developments. The two final chapters, which are devoted to the 
problems of tariff-making and tariff-working, give the reader a 
good idea of the complexity of the subject. Mr. Hodgson can be 
congratulated on producing an up-to-date volume which gives all 
relevant facts with complete impartiality, in readable form. 

H. REYNARD 


Profits or Prosperity 2 By Hunry Pratt Farrcup, Professor of 
Sociology, New York University. (Harper & Bros., 1932. 
Pp. 204.) 


In his Review of Economic Theory (p. 312), Professor Edwin 
Cannan. criticises American economists for segregating managerial 
earnings and interest from the concept of profit. “ Then, forget- 


ting the metaphysicians who searched in a dark room for a black 
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hat which was not there, they have exhausted themselves in 
efforts to discover what is left in ‘ profit.’” In this forceful 
language, Professor Cannan issued a challenge to American 
economists—a challenge which has not yet been accepted. That 
the search in the dark room has actually met with partial success 
is attested by the articles of C. A. Tuttle, by F. H. Knight’s Risk, 
Uncertainty, and Profit, and more specifically by A. E. Monroe’s 
recent Value and Income. However, none of these writings con- 
tains the complete picture—none of them exhausts the possible 
ramifications of their propositions. Professor Fairchild’s book, 
devoted primarily to the discussion of profit in its practical 
aspects, goes further than any previous American work towards 
meeting the challenge thrown down by Professor Cannan. 

Unfortunately, this book, by a sociologist rather than an econo- 
mist, is cast in the form of “ simply another discussion ”’ of the 
current depression, and is designed for the popular reader. Many 
of its propositions are superficial; some of its arguments are un- 
sound. These, however, are essentially inconsequential. For in 
a deep under-current of fundamental reasoning beneath the 
hasty and often flippant analysis, lies a distinct theory of profit. 
This theory is gradually becoming familiar to American econo- 
mists, but has received little or no attention elsewhere. It is in 
the presentation of this theory that we find the real significance 
of the book. 

In Professor Fairchild’s opinion, interest includes all return 
upon capital investment, whether owned by an obvious capitalist 
or by an entrepreneur. Rent includes the return to all land. 
Wages include the return to all efforts, physical or mental, 
managerial or subservient. Risk is shared by all, and hence is 
not the occasion for the existence of any specific share. If this 
analysis be approached from the standpoint of the classical 
tradition, then Professor Cannan would be correct in asserting 
that Professor Fairchild has left nothing in the concept. Mill 
had defined profit as being composed of interest, wages of superin- 
tendence, and the reward for risk-bearing. None of these, surely, 
is left in profit by Fairchild. But, says the latter, the entre- 
preneur has one true and characteristic function: ownership. 
And profit is the reward of ownership. ‘‘ The only reason why 
profits have been such a confused and undecipherable feature of 
economic analysis is that economists have failed so utterly to 
distinguish and understand ownership. Once grasp the concept 
of ownership, and the meaning of profits becomes perfectly clear ”’ 
(p. 49). In order to make plain this concept of ownership, we 
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may imagine a firm in which the entrepreneur borrows all of the 
capital, rents the land, and pays himself a salary for his efforts, 
such salary to be determined according to competitive community 
standards. After all interest, rent, and wage payments are 
made, there still remains a residual amount, profit. This is re- 
tained by the entrepreneur simply because it comes to him as 
owner of the business. He did not own the factors which make 
up the business, but he does own the business itself. Hence he 
owns the products of the business until they are sold, and retains 
as his profit that part of the selling price which he is not obliged to 
pay out in return for the factors of production. Since the entre- 
preneur’s skill and efforts are paid in wages, and since the risk of 
the business is borne by the receiver of interest, it follows that 
profit, as so defined, is the product of conjecture, and accrues to the 
entrepreneur solely because of his ownership. 

The real significance of this theory can now be seen. In the 
light of Professor Fairchild’s definition, profit has less relation to 
“incentive ” than is generally supposed. The high wages accru- 
ing to great managerial skill, and not profit, induce capable men 
to participate in progressive business. Rather than being an 
individual reward, profit is dependent upon an ever-widening 
market, or upon a fortunate reduction in the “ overhead costs ”’ 
of doing business. It is an unearned surplus, obtained because 
market price can be kept above normal price. It is not a true 
share in the distribution of wealth, since it exists only in a parti- 
cular dynamic economy, and constantly tends to disappear. 

Professor Fairchild does not present a careful nor an exhaustive 
analysis of his proposition. The popular purpose of his book 
precludes such an attempt. But enough is given to be exceedingly 
stimulating and suggestive. More than that, it states in general 
terms the direction in which American profit theory is unmis- 
takeably tending. Clearly, we can not yet be sure that the 
dark room does not contain a black hat, after all. 

Wiu1aM S8. Hopkins 
Stanford University, 
California, U.S.A. 


The A BC of Technocracy. By F. Arxricut. (Hamish Hamil- 
ton. Pp. 96. Ils. 6d.) 

It is impossible to derive from this book any idea as to what 
the plan called Technocracy proposes to do. In a mass of vague 
general statements there seem to be two nuclei. First, that a 
ton of coal is always a ton, while the value of a dollar changes. 
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A ton of coal is always a ton so long as it is useless; it is no 
sooner put to use than it loses weight in combustion. Second, 
that machine power is increasing at a very rapid rate, and is 
disemploying men. Reference to Mr. David Wells’ Recent 
Economic Changes, written in 1889, will show the antiquity of 
this scare. “ According to the U.S. Bureau of Labour, the gain 
in the power of production in some of the leading industries in 
the United States during the past fifteen or twenty years, as 
measured by the displacement of the muscular labour formerly 
employed to effect a given result has been as follows: in the 
manufacture of agricultural implements, from 50 to 70 per cent. ; 
in the manufacture of shoes, 80 per cent.; in the manufacture of 
carriages, 65 per cent.; in the manufacture of machines and 
machinery, 40 per cent.’ “For 1870, the number of hands 
employed to every 1000 tons capacity entered or cleared of the 
British steam mercantile marine is reported to have been 47, but 
in 1885 it was only 27, or 70 per cent. more manual labour was 
required in 1870 than in 1885 to do the same work.” Sir Lyon 
Playfair is quoted to the effect that at that time “a small cake 
of coal which would pass through a ring the size of a shilling, 
when burned in the compound engine of a modern steamboat, 
would drive a ton of food and its proportion of the ship two miles 
on its way to a foreign port.” “ Another calculator has com- 
puted that half a sheet of note-paper will develop sufficient 
power, when burned in connection with the triple-expansion 
engine, to carry a ton a mile in an Atlantic steamer.” “Two 
thousand pounds of coal, iron, wheat, or cotton can now be 
carried on the best managed railroads for a mile for a sum so 
small that, outside of China, it would be difficult to find a coin 
of equivalent value to give to a boy as a reward for carrying an 
ounce package across a street.” “In the manufacture of flour 
there has been a displacement of nearly three-fourths of the 
manual labour necessary to produce the same product.” Mr. 
Wells’ book is full of this record of mechanical development. 
But in 1890 the rate of unemployment in England was at its 
minimum of 2 per cent. From 1860 to 1913 unemployment had 
an upward trend at the rate of one point in fifty years, and from 
1886 to 1913 the trend was level. D. H. Macerecor 


Is Capitalism Doomed? By Lawrence Dennis. (Harper 
Brothers. 1932. Pp. 328.) 


Mr. Dennis believes that capitalism, though unquestionably 
past its prime, might enjoy quite a pleasant old age if it would 
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but have the sense to shed its peculiar vices. Whether it will, 
in fact, have that sense he regards as more than a little do.wtful. 

The radical vice of capitalism Mr. Dennis finds in its liability 
to get into debt. The argument is as follows. Any interest- 
bearing debt, if compounded over a sufficiently long period of 
time, must reach fantastic figures. But the production of goods 
cannot increase in an equally rapid ratio; therefore the total 
volume of outstanding debt becomes periodically unendurable, 
and we have credit crises and their consequent depressions. 
The argument applies alike to the consumer, who, overwhelmed 
with the instalments due on past purchases, must presently cease 
from buying anything further; to the farmers ruined by mort- 
gages and by the good intentions of boards and banks specialising 
in agricultural credit and tumbling over one another in their 
anxiety to lead him into yet more debt; and, most of all, to the 
debts of nations. Indeed, on the subject of international loans 
Mr. Dennis has particularly strong views. A great part of the book 
is devoted to an attempt to show that these are always injurious, 
even when of the type ordinarily called productive ; for the author 
knows “‘ no reason for supposing that the farther away investors 
and directors are from their properties, the wiser and more 
competent will be their management.” 

Next to getting into debt, comes speculation in Mr. Dennis’ 
list of the vices of capitalism. And here the recent history of 
American banks and American stock markets offers him ample 
material. The chapters which deal with this are among the most 
interesting in the book. The author’s essential theory is that, 
since speculation is only gambling, there is no net income to be 
made out of it. ‘‘ Judicious” investment is always exactly 
cancelled by injudicious, and the investor should therefore confine 
his attention to spreading his eggs over a sufficiently large number 
of baskets to ensure that he gets what is all he ever can get in the 
long run, viz. the average rate of return to all capital, put by Mr. 
Dennis at 3 per cent. 

In short, Mr. Dennis’ book may be summarised as: live within 
your income, spend what you have, and keep yourself to yourself. 
Interpreted in terms of practical policies, this means—protect 
home industries; stop foreign lending, and indeed keep out of all 
so-called international co-operation (except when it is concerned 
strictly with the interchange of goods for goods on income account), 
since in the absence of some great spiritual idea internationalist 
enthusiasm is only sound and fury, more likely than not to land 
you in the war which Mr. Dennis believes is just round the corner : 
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print non-interest-bearing paper to financesocial servicesand public 
works and set the wheels of industry going again; and tax the 
rich to prevent them trying to accumulate impossible com- 
pound-interest fortunes—a programme not without merits, 
perhaps, but surely one rather oddly conceived as a means of 
prolonging the life of the capitalist system ! 

BaRBARA WOOTTON 


Methods of Social Study. By Stoney and Beatrice Wess. 
(Longmans, Green and Co. 1932. Pp. 260. 8s. 6d.) 


Wo can be better qualified than Mr. and Mrs. Webb to speak 
of the most effective methods of social study? Take away what 
the Webbs have written on the social institutions of our country, 
and what remains? How many of the commonplaces of modern 
studies of English Trade Unionism or Local Government are not 
themselves original discoveries of the Webbs’ indefatigable 
researches ? 

It is thus with great interest that the student of to-day will 
approach this book, in which the authors look back on the magni- 
ficent achievements of two lifetimes and give their estimate of 
the value of the tools which they have chiefly employed. There 
is, perhaps, as indeed might be expected, little that is strikingly 
new in what they have to say; but here, in abundant measure, 
is good advice adorned with many a delightful personal anecdote, 
as well as loaded with the weight of unique experience. The 
student who embarks on social inquiries is cautioned to look to 
his own mental equipment : he must train his faculty of attention, 
realise that in the mere framing of a question there lurks some 
anticipation of the answer, learn how to throw his own bias out of 
gear, and at the same time cultivate sympathetic understanding 
of those with whom his work brings him into contact. He must 
not (even if he has been educated at a public school and university) 
despise accuracy of detail, or laborious compilation, or careful 
choice of the right system of note-taking, because he prefers to 
deal only in brilliant, but inadequately-supported, generalisations. 
At the same time, he must learn the art of presenting the results 
of his researches; nor must diffidence or dilatoriness make him 
delay publication of what he has done, so that this may have the 
widest possible chance of confirmation or refutation. He must 
learn to draw on many different sources—the relevant documents, 
literature and statistical material, not to mention the personal 
interview and his own participation in the life of whatever institu- 
tion he is studying. He must learn, further, to assess the value 
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of these various forms of evidence. (The authors, incidentally, 
have some interesting comments to make on the worth of the 
vast mass of oral evidence given before Royal Commissions and 
Committees of Inquiry, with its bland indifference to the accumula- 
tion of fact and its partiality for eliciting the generalised opinions 
of witnesses on large topics.) And the student must avail himself 
of every opportunity for verification at all stages of his work, not 
despising for this purpose those “unconscious experiments ” 
which the legislator and the administrator are making every day. 
In a final chapter the authors express their conviction that the 
truly scientific study of social institutions is possible, and that, 
while the emotions rather than the intellect must decide the 
desirable ends of life, such a study is and has been a most potent 
instrument of human betterment. Perhaps the reviewer’s best 
comment en the book is to reflect how much human misery might 
have been avoided had we but on the one hand more investigators 
willing to practise what the Webbs have both practised and preached 
with such splendid consistency, and on the other hand adminis- 
trators with an ear less deaf to the results of investigations con- 
ducted in this spirit. BaRBARA WooTTON 


I Fondamenti della Economia Corporativa. By Proressor Uco 
Sprriro. (Milan, Treves. 1932. Pp. 279.) 

Lineamenti di Politica Economica Corporativa, Vol. I. By Pro- 
FESSOR LELLO GaANGEMI. (Catania, Studio Editoriale 
Moderno. 1932. Pp. xxiii + 467.) 

Acatnst the grey monotonous background of Capitalism in 
Depression, any variation in colour catches the eye. Both the 
Black Shirt and the Red Flag, seen from afar, proclaim their 
own originality and stir our curiosity and our hopes. 

Between Fascist Italy and Soviet Russia there are resem- 
blances, which the spokesmen of each are eager to minimise, 
but there are also obvious differences. ‘‘ Our practice has gone 
ahead of our theory,” a Soviet economist told me last summer, 
when I was asking questions concerning the theoretical basis of 
the Soviet Planned Economy. In Fascist Italy the reverse is 
true. There is, indeed, much visible evidence of a strong and 
persistent drive from the centre in economic affairs; in the policy 
of State-controlled development by means of public works, for 
example. But, in the creation of the distinctive institutions 
of the Corporative State, the pace is slow. The new building 
of the Ministry of Corporations, architecturally one of the best 
modern buildings in Rome, is only just completed. But it is 
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well in advance of the Corporations which it is to administer, 
For these, even in the eleventh year of the Fascist era, are still 
in an incipient stage. In this work of construction, I was in- 
formed by Mussolini himself, “‘we are proceeding with great 
prudence ” and “ not for several years” is the network of new 
institutions likely to be completed. The National Council of 
Corporations, indeed, exists already. But it has been born 
before the separate Corporations which it is designed to integrate, 
for of these only the Corporation of the Theatre (not including 
the Cinema) has so far come into being. 

The theory of the Corporative State, on the other hand, has 
already a large literature in Italy. But much of this belongs 
to political theory and to jurisprudence rather than to economics, 
as commonly delimited by English writers. 

Professor Spirito of the University of Pisa has the reputation 
of being on the left wing of Fascism. His approach to economics 
is through philosophy. In his Fondamenti della Economia 
Corporativa he starts from the proposition that in every social 
science the fundamental conception is that of the State. He 
argues that classical economics, basing itself on the “ closed 
egoism of the individual,” is not scientific at all, or is, at best, 
“the science of anarchy.” The State must guide and discipline 
individual interests, and it is the task of Corporative Theory 
to formulate the principles of such State action. Traditional 
private enterprise, equally with traditional Socialism, are re- 
jected, the latter because the bureaucratic administration of 
industry ‘ mortifies individual activity and tends to become 
static and conservative,” and because the State is falsely con- 
ceived by Socialists as an entity separate from the individuals 
composing it. Professor Spirito then passes to an elaborate 
discussion, the upshot of which is that, within the framework 
of Corporative institutions, it is impossible to find an individual 
who is governed without being also a governor, and hence that 
the individual, “‘ in so far as he is a social animal,” can be identified 
with the State. It follows that there can be no disharmony 
between the interest of the individual and the interest of the 
State. Italian Fascism traces back its ancestry to Ancient 
Rome, and we may likewise trace back this comforting doctrine 
to Marcus Aurelius, who, in the Fifth Book of his Meditations, 
says: “ That which does not hurt the city or body politic cannot 
hurt the citizen. Therefore when you think you are ill-used, 
let this reflection be your remedy. If the community is not 
the worse for it, neither am I.” 
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But Professor Gangemi is not convinced. In his Lineamenti 
di Politica Economica Corporativa, of which only the first volume 
is yet published, he defends the classical economists, and their 
successors, against Professor Spirito’s attack and rejects his 
identification of State and individual, as being ‘ obviously 
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absurd, in conflict with reality,” and rendering impossible 
any sensible criterion of State intervention. 

This, indeed, is a more concrete book and shows a wider 
range of economic reading. (Professor Gangemi not only teaches 
economics at the University of Perugia, but is in charge of the 
admirable library of the Ministry of Finance at Rome.) All 
Fascist economists, in making the case for the Corporative State, 
must denounce both Socialism and Individualism. But whereas 
Professor Spirito rebukes Socialism a little and Individualism 
much, Professor Gangemi reverses the emphasis. He has been 
a pupil of Pantaleoni, to whom Fascism came only as a revelation 
in his old age. ; = 

Professor Gangemi holds that the principles of action of the 
Corporative State are to increase production and economic 
efficiency, to encourage and guide the rationalisation of industry, 
to promote the collaboration of employers and workers, each 
organised in appropriate associations, to reconcile the interests 
of different classes, to assist national development, especially 
by way of land reclamation and public works, and to prevent an 
excessive industrialisation of the country. He gives illustrations 
of Fascist policy under each of these heads and studies in some 
detail the provisions of the Carta del Lavoro of 1927, under 
which strikes and lock-outs are made illegal, and collective 
labour contracts are drawn up and enforced by the Magistracy 
of Labour. Fascism, he argues, is empirical and pragmatist. 
It is unhampered by any fixed doctrines, beyond those laid 
down, in very general terms, in the Carta del Lavoro. His book 
contains, perhaps, too many and too lengthy quotations from 
other writers, and suffers a little from repetition. But it is 
vigorously written and gives an interesting picture both of the 
mentality of Italian Fascism and of its claims to achievement. 

Hvueu Darton 


The Industrial Revolution in Scotland. By Henry Hamitton. 
(Oxford. 1932. Pp. ix + 300, with 8 plates and a map.) 
VARIOUS studies of the Industrial Revolution in England have 
made its chief aspects well known. This cannot be said of the 
same period in Scotland, unless (as has been often assumed) it is 
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believed that the course of events in the North was similar to that 
in the South, and that all that is required, as regards Scotland, is 
to supply local illustrations of a general historical plan which has 
been already worked out. To some extent there are features 
common to the Revolution in both countries (and here Dr. 
Hamilton is already covering well-trodden ground), but in other 
respects there were important and significant differences, and it is 
in the tracing of these that the great value of Dr. Hamilton’s book 
is to be found. One imagines that to many readers the volume 
will be more interesting and stimulating by omitting the charac- 
teristics common to this period of change both north and south of 
the Border and concentrating on what is new and Scottish. 
Indeed, from this point of view it might be said that “ the half is 
greater than the whole.” 

The main reason that the Industrial Revolution assumed a 
somewhat different form in Scotland was the later economic 
development of that country. Hence, as might be expected, the 
“ timing ” of events was of a different order, or, as Dr. Hamilton 
puts it, there were two stages—the first from 1780 to 1830 and the 
second from the ’thirties of the nineteenth century, extending till 
about 1880. One may perhaps hazard the suggestion that it is 
possible the period 1880 to 1920 does not represent comparative 
stability; quite possibly there may be changes of sufficient 
magnitude in the generation after 1920 to be termed a century 
hence yet another Revolution, if that term is then in use. 

However, going back to the first stage placed in the period 
1780 to 1830, this again had two subdivisions—the agricultural 
and the industrial. As late as the time of Adam Smith, agriculture 
was astonishingly backward—the infield and outfield system was 
prevalent, often land “ barely returned the seed, after which it 
relapsed into a state of sterility producing little else than thistles 
and other weeds.” By the end of the century there was a remark- 
able improvement, and scientific ideas were being eagerly sought 
and applied, though necessarily this process was limited by the 
state of knowledge at the time. 

Turning to industry, the Scottish position was unique. Before 
the Union: of 1707, overseas trade was comparatively small : 
afterwards the opening of trade with the Plantations produced a 
great variety of industries to supply the needs of the colonists, 
while immense quantities of tobacco were imported, by far the 
larger part of which was re-exported. The tobacco trade brought 
great prosperity to the country, particularly to the West. The 
American Revolution completely upset this basis of Scottish 
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commerce. Therefore the capital accumulated had to find new 
openings and the mechanical discoveries gave it the necessary 
outlet. This was primarily in the textile industries. Though 
marine engineering was beginning early in the nineteenth century, 
the iron and steel industries were backward. In 1806 only 23,240 
tons of pig iron were produced. In 1828 production had increased 
by 56 per cent., but during the same interval the increase in 
England and Wales was 200 per cent. Scottish coal was imperfect 
for smelting, but the discoveries of Musket and Neilson (the latter 
in 1828) at length enabled the industry to advance, and it was this 
change, leading to the preponderance of the heavy industries— 
iron, steel, engineering and shipbuilding—which marks Dr. 
Hamilton’s second stage of the Scottish Industrial Revolution. 
This word is not a very satisfactory one. It served Toynbee well 
as a striking term to rivet his reader’s attention on an aspect of 
industrial history which he wished to make prominent. The 
more it is studied the less specialist students are satisfied with it. 
What it really seems to mean is that, once modern economic 
conditions came into operation, the writer concentrates on the 
changes in a particular period, and one finds special emphasis on 
those in which he is most interested. Thus Dr. Hamilton has 
many striking pages on combination in the coal and iron trades. 
These are of special value as being based on the manuscript records 
of firms which still survive. 

This book is a most desirable addition to the competent studies 
of various phases of Scottish economic history. It is of high 
value as affording a companion picture to the same period in 
England; still more interesting is it, if one allows for the “ lag ” 
in Scottish development to make the comparison, not at the same 
date but at the same stage in the two movements. It may be that 
Dr. Hamilton has been too much impressed, and has followed too 
closely the form of the English Revolution. It seems impossible 
to treat at all adequately the work of the Commissioners under the 
Acts 13 Geo. I c. 26 and c. 30 unless account is taken of fisheries 
as well as manufactures, indeed reference to the making of salt 
for the former industry would link up with much in the history of 
the coal trade in the eighteenth century. Further, it is probable 
that an investigation of the very great range of a series of Estate 
Papers, which have been recently deposited at the Register House, 
would have given many details about agriculture and possibly 
some altogether new light on its development—all the more as 
these MSS. relate to an area which is not well represented in the 
particulars given in the book. Then, too, there is only bare 
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mention of the woollen industry. Yet it had been important 
before the Union, being then the chief of Scottish exports. It 
again became prominent in Dr. Hamilton’s second phase, i.e. that 
from about 1830 to 1880. This, in its turn, reflects back on sheep- 
farming. It is worth inquiring whether this is another instance 
of a species of correlation between a state of war and new indus- 
trial developments in Scotland. The case of the American 
Revolution has already been mentioned. The great impetus to 
Scottish shipbuilding is attributed to the building of blockade 
runners during the American Civil War. The Napoleonic wars 
occasioned a great extension of sheep-farming, but was the wool 
manufactured in Scotland or was it used to supplement the 
supplies for English factories? Even in the latter case, and if 
the Scottish woollen trade was developed later, the fact of an 
abundant supply of native raw material cannot be overlooked. 
W. R. Scorr 


The Company of Scotland Trading to Africa and the Indies. By 
GrorGE PrattInsw. (London: Scribner. 1932. Pp. 343. 
12s. 6d. net.) 


Dr. Insu, by his edition of the Darien Shipping Papers and 
by his book on the earlier Scottish colonial schemes, has already 
established his position as the leading authority on Scottish 
colonial history. A general account of the Darien Company 
from his pen is therefore welcome, and the more so because it 
surveys a good deal of matter which either has not previously 
been used at all or has appeared only in comparatively inaccessible 
publications. Among materials of the latter type are the corre- 
spondence of James Balfour and the Spanish documents from 
Seville, of the former type the notes of Captain Campbell of 
Fonab on the engagement at Toubacanti. An allusion in the 
preface to ‘“‘ a very large collection of unbound papers relating to 
the company, discovered in the spring of 1929 by Dr. W. H. 
Meikle ” in the National Library of Scotland, raises expectations 
which are hardly fulfilled. The most novel of them seems to be 
the profit and loss account of the voyage of the African Merchant 
in 1699-1700, which brought back the last gold to be coined in 
the Scottish mint; and I cannot help thinking that these papers 
may have remained unbound because they were essentially less 
important than the bound manuscript collection in the same 
library used by Professor Scott in his Joint-Stock Companies. 

Dr. Insh’s purpose in this book is not to write the economic 
history of the company but [histoire intégrale. It is meant for 
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a popular audience, and it makes full use of the dramatic and 
romantic possibilities of the theme. Indeed it is written in the 
coloured manner which is fashionable now; so much so that one 
chapter actually begins with the solitary horseman motif: “‘ On 
a spring day in the year 1698 a traveller, whose dark, weathered 
countenance spoke of long exposure,” and soon. For our present 
purpose this aspect of the book is, however, not irrelevant, for 
the whole calamitous history of the company turns on the irruption 
of human passions, especially national feeling, into a business 
affair. Dr. Insh emphasises the importance of the fact that the 
company originated not in a project of William Paterson but in 
the persistent campaign of a group of traders, which, although it 
included a number of Scotsmen, was a London group. They 
wanted to use Scotland as a base for evading the East India 
Company’s monopoly. They meant, by means of the political 
independence of Scotland to make a freer use of their capital. 
When that attempt was frustrated by the English Parliament, 
the chances of real success were ended. The attempt to raise 
capital in Amsterdam could not have succeeded unless the Dutch 
had been sure that they were not being invited to finance a com- 
petitor to their own East India Company. In Hamburg the 
hostility of the British resident may have been one of the causes 
of failure; but it might have been foreseen. William III was 
an Englishman and a Dutchman and the Spaniards were at war 
as his allies: he had three national reasons for checking the 
Scottish plans. Unhappily they had enlisted the support of far 
more capital than Scotland could afford to mobilise for a maritime 
undertaking. The patriotic feeling which had been worked up 
to raise the money became angrier and more ambitious with 
each reverse. The Darien expeditions miserably failed. With 
the single exception of the African Merchant, every venture of 
the company was disastrous. The last scenes touched the 
depths. Because the Annandale had been lawfully if harshly 
seized in England, and because Scottish feeling was exasperated 
about political matters, three innocent Englishmen of the 
Worcester were made the victims of a foul judicial murder in 
Edinburgh. The wretched history ended when the English 
taxpayers made good their losses to the stockholders in Scotland. 

Dr. Insh has more sympathy with the patriotic feelings of the 
Scots at that time than most of his readers are likely to feel; 
but that can scarcely be reckoned a fault. Without some degree 
of sympathetic understanding the story would not have been 
intelligible : the Scots would merely have seemed, as they did 
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to William III, “like madmen.” In some points of minor detail 
corrections may be offered. For instance, several copies of a 
proclamation which he regards (p. 60) as probably unique seem 
to be catalogued in Steele and Crawford’s Tudor and Stuart 
Proclamations. But the book is well-informed and amply fulfils 
its purpose. G. N. Cuark 


Economics in the Twentieth Century ; the History of its International 
Development. By Turo Suranyi-Uncer. Translated by 
Nort D. Movttron. (Allen and Unwin. 1932. Pp. xix 
+ 397. 21s.) 

THIs is a somewhat stupendous and overwhelming work. 
Professor Suranyi-Unger, who is a Hungarian writer, has here 
sifted, arranged and catalogued the economic literature of the 
greater part of the world during the first quarter of the present 
century, and if this book achieves nothing else, it will at least 
convince even the most learned of its readers that he is in reality 
but an ignorant and unprofitable economist. It will also leave 
him wondering how it is possible for one frail man, within the 
ordinary limits of human life, to achieve such a work as this. 
Professor Suranyi-Unger is doubtless right in suggesting that 
there is insufficient co-ordination between the thought and 
speculation of different nations and but a vague idea (subject to 
a considerable time-lag) as to what is being done elsewhere, so 
that, as he puts it, each group “ proceeds under lock and key, 
and without an appreciable regard for the achievements attained 
by the others.” Latin and Anglo-Saxon scholars, in our author’s 
view, are chiefly open to this reproach, tending to live “ in com- 
placent seclusion, almost untouched by foreign influences.” 
That there is such a seclusion, few would deny. That it is 
“complacent ’ is by no means so obvious. Heaven knows, the 
scholars of any country have enough to do to pant despairingly 
behind the mass production of the printing-press in their own 
territory, and if they do this with some approach to conscientious- 
ness, they will find little time to make themselves familiar with 
the many regiments of works whose appearance is chronicled in 
foreign journals. Yet the resulting isolation, such as it may be, 
need not be complacent; it may be accompanied by a gnawing 
consciousness of duty unfulfilled, or by a keen regret that books, 
following Malthusian principles, seem to have a capacity to beget 
books in geometrical progression, while the preventive checks, 
even in periods of industrial depression, are deplorably feeble. 
Perhaps the highest level of general knowledge of what is being 
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vil written everywhere is to be found in such a country as Holland, 
a 3 where, the native output being necessarily limited, there is time 
m to cultivate at least a bowing acquaintance with the best and 
rt most stimulating writings everywhere. 

ils If Professor Suranyi-Unger’s book will not in itself enable us 


to overcome our ignorance, it will at least point out to the anxious 
the right way towards a removal of this reproach. His own 


al interest is primarily in the purest of pure economics; and in his 
vy. other great work, Philosophie in der Volkswirthschaftslehre, he 
ix gave in a series of studies an excellent account of the philosophic 
basis of economic theory in a number of leading writers from 
k. Plato to Karl Marx. His philosophic predilections reappear in 
re the present work, firstly in an introductory chapter on the 
he philosophic sources of recent economic tendencies, and, secondly, 
nt in the limitations imposed on the scope of his discussion. It is 
st in theory, in the systematic statement of economic principles, in 
ty “systembildende Gedanken ” that Professor Suranyi-Unger is 
ve primarily interested, and consequently there is no direct dis- 
he cussion of such questions as the theory of money or of the trade 
is. cycle. There is also, on different grounds, a further limitation 
at of a geographical nature. The main discussion is restricted to 
id three groups of countries, the German-speaking, the Romance 
to (France and Italy) and Anglo-Saxon countries (meaning Britain 
50 and America). As, however, authors who have been translated 
y; into other languages are regarded as having been given a right 
od of entry, the net is spread somewhat wider to include such writers 
g as Cassel and Pierson. 
n- With regard to the main part of the work, it is impossible to 
” do more than report the achievement of Professor Suranyi-Unger. 
is In these three Parts (dealing with German, Romance and Anglo- 
1e Saxon countries), he observes a uniform sequence of treatment, 
ly resulting in five corresponding chapters in each of the sections. 
m There is first of all a chapter devoted to Method. The second 
s- chapter, which in each case is probably the most valuable, is 
-h concerned with ‘‘systembildende Gedanken,”’ the fundamental 
in thoughts of those who have written stately principles. Then 
e, there follow three chapters on less comprehensive points, dealing 
ig with questions of Value, of Price and of Distribution. 
8, Into this framework Professor Suranyi-Unger has compressed 
ot a minute analysis of all that has been said and thought in the 
s, sphere of pure economics during the first quarter of the twentieth 
8. century. It is scarcely an exaggeration to say that he misses 
ig nothing. One expects a discussion of the giants,—of Schumpeter, 
No. 169.—voL. xii. M 
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Liefmann, Spann, Diehl and Oppenheimer and other stars of the 
first magnitude,—but Professor Suranyi-Unger tracks down the 
least significant book, annotating even the text-books of the 
period. The references alone cover 45 pages. The index of 
names runs to over eight pages, closely printed in three columns. 
This, in a sense, indicates at once the strength and the weakness 
of the book. From one point of view he refers to too many 
minnows in the economic pond, to writers of whom one may 
confess without shame that one has never heard, to others who 
are already forgotten. And the consequence of this compre- 
hensiveness is that Professor Suranyi-Unger has too frequently 
left himself insufficient space to say anything that is worth saying. 
He classifies this great multitude no man could number, summar- 
ising in a line a book or an argument in an economic journal. It 
follows that this is pre-eminently not a book to read. On the 
other hand, if used as a book of reference or as a guide, it may be 
of the greatest service. Here, with the help of the Index and 
the Notes, is an international economic ‘“‘ Who’s Who,” covering 
all authors of the last thirty years,—or if not all, at least all who 
are given to “ systembildende Gedanken.”’ For the restrictions 
imposed on the subject-matter produce strange results. While it 
would be inexpedient to exemplify how far down in the scale of 
eminence the Index descends, at the other end there is no mention 
of Mr. Cole or of Sir Josiah Stamp. Professor Suranyi-Unger 
modestly realises the limitations which are inherent in the nature 
of this work and expresses the hope that the historian of the 
future will find it useful as a book of reference for the period which 
it covers. It will indeed be to him a crowning mercy, for here 
he will find good measure, pressed down and running over. But 
the book is not merely a guide for the future historian whom we 
may leave to look after himself. For all who are conscious of 
ignorance as to the development of thought in other countries 
and who, wish to rectify their shortcomings, Professor Suranyi- 
Unger’s guide-book will provide an excellent series of pointers as 
to how he ought to set about his task. ALEXANDER GRAY 


Marischal College, 
Aberdeen. 


Problems of Population. Edited by G. H. L. F. Prrt-Rivers. 
(London: George Allen & Unwin, Ltd. Pp. 378.) 


( Tuts volume is the Report of the Proceedings of the Second 
General Assembly of the International Union for the Scientific 
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Investigation of Population Problems which was held in London 
in 1931. The papers read fall under five heads, and there are also 
reports of the national committees and the research committees. 
It is evident that the latter have disposed of their limited funds to 
subsidise some useful pieces of research. The papers cover a very 
wide field and vary much in quality. They also vary in style of 
presentation; some are so briefly summarised that it is difficult 
to extract much from them. A few papers contain original 
material of value, but most of them are either in the nature of 
general discussions or of summaries of work published elsewhere. 
A. M. Carr-SauNDERS 


Vv Honest Doubt. By Sm Ernust Benn. (Benn. 1932. Pp. 
248. 6s.) 


THE views of Sir Ernest Benn are well known. They are 
reiterated in this book with all the simplicity and fervour of con- 
viction which his earlier writings have led his readers to expect. 
Once more we learn that the English (bar their politicians) are the 
natural leaders of the world; that we have gone wrong only 
because we have handed over affairs of State to people with no 
idea of money; that capitalism, far from having failed, struggles 
with astounding gallantry against the idiotic restrictions imposed 
by rulers of socialist disposition. The whole book may be sum- 
marised in the author’s own words, when he writes of public life 
as a life which “all through the history of mankind has been 
regarded, and rightly regarded, with honour, and which was 
never concerned until recent years with the economic details to 
which, of course, it ought never to apply, and of which it ought 
to have little or no cognisance.”’ 

Sir Ernest Benn has many hard things to say of professors of 
economics. He believes that, in a misguided zeal for attempting 
to manage everyone else’s affairs, they have forgotten all about 
their proper business of pursuing scientific truth. He believes 
further that, with few exceptions, they cannot keep their fingers 
off the socialistic mischief-making which, in his view, is the cause 
of pretty well all the world’s troubles. Here, surely Sir Ernest 
causes himself more distress than he need. Has he quite over- 
looked the recent remarkable renaissance of the ideology of 


laissez faire in high academic circles ? 
BaRBARA WOOTTON 
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Direct Taxation in Austria. By Joun V. Van Sickie. (Harvard 
University Press. London: Humphrey Milford. 1931. Pp. 
ix + 227.) 

Tus book provides a valuable history of the direct taxes in 
Austria, the term “direct” being used as Dr. Van Sickle points 
out, in a purely administrative sense and not with any reference 
to the problems of shifting and incidence; inheritance taxation is 
not included, but there is a full description of the post-war 
capital levy. 

Dr. Van Sickle’s principal thesis, which he tends perhaps to 
over-emphasize, is the existence of a considerable discrimination 
against corporate enterprise and big business during the period 
which he has investigated. Corporate enterprises had not 
secured a firmly established and fully recognised position in 
Austria before the war, originally because of the disastrous 
consequences of the panic of 1873, and subsequently on account 
of political conditions which favoured the small man and also of 
the “dubious dividend policies” of the companies themselves. 
Dr. Van Sickle illustrates his thesis by a detailed analysis of the 
produce taxes levied on the various branches of income and of the 
capital levy. 

During the war surtaxes were levied on the existing taxes and 
a so-called War Profits Tax was introduced, which in fact ‘‘ was 
levied on all increases of income whether directly connected with 
the war or not.” But the financial position was being steadily 
undermined by a continuous inflation of the note issue. 

The history of the post-war years down to the period of 
stabilisation brings out clearly the familiar difficulty of the failure 
of revenue to catch up with a depreciating monetary unit. The 
introduction of a Tax Unit as the basis of calculation failed 
apparently to produce any real improvement in the situation. 
Here we have the main reason for the failure of the capital levy, 
although there is probably a good deal of truth in the view that a 
levy was too big a thing to be carried through by an overburdened 
financial administration in a politically unstable state like the 
new Austria. Dr. Van Sickle concludes with some interesting 
criticisms of the Austrian bureaucracy, whose “respect for 
complexity for its own sake ” was partly due, he suggests, to a 
too strictly legal training. This complexity and refinement in 
financial methods have, however, been eagerly adopted by the 
politicians, and “ the Beamte are thus forced to satisfy a taste they 
have helped to create.” KE. L. HARGREAVES 


Oriel College, Oxford. 














“SN CC eet 


= wT Ww FP 


—— ea Or Te aa See lL a hUmhmDLhCmhlCUCUS 








1933] FLORINSKY : END OF THE RUSSIAN EMPIRE 165 


Russia and the Soviet Union in the Far East. By Victor A. 
YAKHONTOFF. (George Allen and Unwin, Ltd. 1932. 
18s. net.) 


Tuts is an ambitious book which attempts a survey not only 
of Russian policy in the Far East but of the policies of Japan, 
China, Britain and the United States as well as of Chinese internal 
problems. The result is a superficial and sometimes entirely 
misleading presentation of a vast mass of facts insufficiently 
digested and apparently inspired by the desire to present the 
U.S.S.R. as the only friend of China. The author’s historical 
equipment is obviously meagre. His presentation of recent 
events is not trustworthy. The diplomatic outrage of seizing 
the Russian documents in Peking is more than once insisted upon, 
but their contents are never revealed. Sun Yat Sen’s doctrines 
are summed up as “modified Communism.” The Nanking 
incident, it is insinuated, was due to the Northerners, though 
General Cheng Chien himself admitted responsibility, to the 
reviewer amongst others. 

The writer has been given by the U.S.S.R. authorities access 
to some documents in the Archives of the Moscow Foreign Office, 
but he has made no such study as made Mr. Lewis Fischer’s book 
so interesting. He includes in his Appendices, however, transla- 
tions of some treaties and conventions, as to the authentic text 
of which there has been some dispute; e.g. the Russo-Chinese 
Treaty of 1896, and the Russo-Japanese Conventions of 1907, 
1910 and 1916. There are also a Resolution of the ‘‘ Comintern ” 
(July 14, 1917) and extracts from the record of its Sixth Congress 
which are of interest. These are the most useful parts of the book. 
The rest is based almost entirely on secondary sources chosen 
without much discrimination. Quotations from some recent 
Russian works not commonly used by writers in English, titles of 
which are noted in the Bibliography, make parts of it of some 
value. C. K. WEBsTER 


The End of the Russian Empire. By M. T. Ftorisxy. 
Economic and Social History of the World War; Russian 
Series. (London: Humphrey Milford. Pp. 272. $3.) 


Was the Russian Revolution an incident in the World War 
or the World War an incident in the Russian Revolution? Dr. 
Florinsky has produced a well-written, candid and informative 
book. But it is also a disappointing book; and one is compelled 
to ask how far this disappointment arises from the author’s 
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approach to his task. The advantage of looking at Russian 
events from the standpoint of their bearing on the World War 
is the simplification so achieved. But for this simplification 
it is possible to pay too high a price. If warlike ability, even 
success, is the major consideration, then the author’s unsparing 
exposure is justified. But when it comes to the condemnation 
of a whole national existence, we could wish for a more dis- 
criminating insight. 

Not that success is the author’s sole criterion. Notwith- 
standing his severe “ objectivity,” he cannot conceal the bitterness 
and disillusionment of a Russian, who has lived through the 
collapse of Russian society and has himself lost faith in the 
principles on which that society was built. He is ashamed to 
use high-sounding phrases about the “recreation and cultural 
needs ” which the workman could afford (would Tolstoy have 
been so ashamed ?); the autocracy scarcely needs his condemna- 
tion, and, in the light of the liberal leaders’ performance, he 
can hardly understand their previous reputations. But, if he 
cannot forgive the past, neither can he reconcile himself to the 
present, and his only recourse is to abandon Russia. It is a hard 
phrase; but is it entirely unfair of a Russian who has so com- 
pletely adopted the Anglo-American point of view? If the War 
was not Russia’s war (as is practically admitted), if Western 
conditions are not Russian conditions, what advantage is there 
for a Russian to adopt these half-relevant standards? This, 
in our view, is Dr. Florinsky’s great weakness—a weakness which 
has prevented him from giving his theme an adequate treatment. 

After all, the author himself believes these events to be 
tragic, and he refuses a tragic treatment to a tragic theme. The 
possibilities of another treatment he virtually admits in his 
footnote on the Tsar; but on what ground does he deny to the 
tragedy of the Tsar, or, for that matter, the tragedy of the whole 
situation and of its actors, a “ direct and immediate bearing ” on 
the course of events? What meaning does his narrative give to 
the land-hunger of the peasants, the mentality of the workmen, 
the illusions of the liberals, the extraordinary Rasputin affair ? 
He admits that these features of the situation had a long prepara- 
tion, independent of the War of 1914-18. He thinks there was 
something wrong with the Church (though it is quite untrue to 
describe the Church as merely “another Government Depart- 
ment”). Perhaps he felt a certain inconvenience in dealing with 
such themes under the heading of “‘ economic and social history.” 
If so, then his hesitancy is vain. For, unless we are grievously 




















1933] FLORINSKY : END OF THE RUSSIAN EMPIRE 167 


mistaken, the Russian Revolution arose, precisely on the ground 
of a need religiously to comprehend the modern economic and 
social problem, and demonstrates yet again that ‘“‘ concatenation 
of faith with the life of wealth and production,” which Professor 
Kartashev has noted as a specifically Russian characteristic. 

But, if our conclusion is to reverse Dr. Florinsky’s standards, 
that does not exclude a high appreciation of the wide range of 


knowledge which he has placed at our disposal. 
A. F. Dossre-BaTEMAan 











NOTES AND MEMORANDA 
THE Royat ComMIssION ON LAaBouR IN INpDIA—A CORRECTION 


My attention has been drawn to an article appeaxing in your 
issue of September 1932 on “‘ The Indian Industrial Worker ” by 
Mr. G. T. Garratt, dealing mainly with the report of the Royal 
Comnnission on Labour, of which I had the honour to be Chairman. 
The opening paragraph says that it would seem that the Com- 
mission’s work “has been almost forgotten both in India and in 
England,” and the concluding paragraph contains the passage : 


“In the end the real incentive for improvement will have 
to come from the Government, and here again it is difficult 
to be optimistic. The impending changes are acting as a 
blight upon the existing authorities, and one wishes at times 
that the parable of the Unjust Steward could be read every 
Sunday at Delhi and Simla.” 


Within the eighteen months that have elapsed since the report 
was published, the Central Government have introduced six 
measures in the Central Legislature based on the Commission’s 
report. Three of these have already been passed, one of them 
setting up a new system of control over recruitment for Assam 
tea-gardens and granting the right of repatriation to new recruits. 
Of the other three, one involves a wholesale revision of the Work- 
men’s Compensation Act. In addition the Government of India 
published for criticism in June a new Factories Bill modelled on 
the Commission’s recommendations and designed to replace all 
existing legislation; and the introduction of a Bill to regulate 
deductions from wages and to secure their prompt payment— 
both matters dealt with in the Commission’s report—has been 
promised for the impending session of the Legislature. Various 
other proposals have been circulated with the Government of 
India’s views for public criticism. I must leave your readers to 
judge how far Mr. Garratt’s comments are accurate and fair. 

Mr. Garratt’s main thesis appears at the end of the following 
sentence : 


“A little practical experience in trying to institute the 
simplest of reforms would have persuaded the Labour Com- 
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mission that they were wrong in giving even a vague support 
to the idea that workers should remain closely connected 
with their villages.” 


I might perhaps remind your readers that the majority of the 
Commission consisted of men who had been connected with 
Indian industry for the greater part of their working lives; to 
mention only one name, I imagine that Mr. N. M. Joshi has spent 
many more years on industrial welfare work in India than Mr. 
Garratt has spent months. But I do not propose to enlarge on the 
adequacy of our experience, for I am not concerned so much to 
contest Mr. Garratt’s own conclusions as to remove an evident 
misconception, which his article has already done something to 
spread in India, as to ourown. Throughout his article he assumes 
that the choice is one between a casual labour force connected with 
the land (as in India at present) and a decasualised labour force 
divorced from the land (as in European cities). He further 
implies that the Labour Commission regarded the former as a 
permanent and, on the whole, preferable state of affairs. 

Now a reading of our report will, I think, show that we did 
not view the choice as Mr. Garratt does, nor did we express any 
such preference as he implies. We were, in fact, as strong 
advocates of decasualisation as he is. We emphasised, in various 
passages, ‘‘ the importance of substituting, as far as possible, the 
regular for the irregular worker,” and a number of our more 
important recommendations were expressly directed to this end. 
In particular, if our idea of regularised holidays, with a promise of 
re-employment (free of illicit exactions) on return were adopted, it 
would, in my personal view, go far towards effecting a radical 
improvement in existing conditions. It is open to Mr. Garratt, 
or any other critic, to maintain that the evils of which he writes 
must remain so long as the workers are not divorced from the 
villages; but our conclusion on this subject was not framed in 


that belief. 
J. H. WHITLEY 





Tue INDIAN BALANCE OF TRADE 
(A FURTHER NOTE) 


(1) Mr. G. Frypiay Surrras, in his rejoinder to Mr. Birla, puts 
forward an estimate of India’s foreign liabilities at £481 millions, 
with an upward limit of £500 millions, and dismisses Mr. Birla’s 
figure of £1000 millions as “ quite astronomical.” ‘The large 
discrepancy between these estimates seems to be due in the main 
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to an ambiguity in the phrase “ foreign liability.” What Mr. 
Birla means by “foreign liability ” is evidently ownership of 
capital by Europeans, whether resident in India or abroad ; what 
Mr. Shirras has in mind seems to be the ownership of capital by 
persons living outside of India. Mr. Shirras is thinking of the 
balance of payments as it is now with reference to the remittance 
of profits and interest; Mr. Birla is thinking of the standing threat 
to the exchanges which arises from the ownership of much of 
India’s capital by temporary residents in the country. To omit 
from consideration the very large foreign holdings of Indian 
Rupee loans and of shares in rupee companies! is rather like 
neglecting, in a discussion of the English financial position, the 
short-term liabilities of the London money-market. 

But Mr. Shirras under-estimates India’s foreign liabilities 
even in his own narrower sense of the term. 


(a) He includes the paid-up capital, but omits the 
debenture capital of companies registered out of India and 
working in British India. He also omits from the reckoning 
certain companies which by the very nature of their business 
can obviously be working only in India. Making these 
alterations, the revised figure for joint-stock companies 
registered out of India but working in British India comes to 
£161-7 millions, as against Mr. Shirras’ £101-2 millions. 

(b) The figure for municipal and Port Trust borrowings 
as compiled from the Indian Investor’s Year Book for the 
year 1926-27 (to which Mr. Shirras’ estimates refer) is 
actually £13 millions, as against Mr. Shirras’ £10 millions. 

(c) The share of the total working capital of banks, 
insurance companies, etc., doing business elsewhere than in 
India which can be properly attributed to India is estimated 
by Mr. Shirras at £30 millions. As he mentions £466-8 
millions as the total of this capital, it is evident he has 
not taken into account the debenture capital of these 
concerns, which amounted to £72 millons. Under this head, 
therefore, an addition should be made to Mr. Shirras’ figure 
by £4-6 millions. 

(d) Mr. Shirras makes no allowance for that part of the 
capital of Indian Rupee companies which is held abroad. 
The Financial Times placed this figure at £75 millions, 

1 In 1917-18, the last year for which such statistics are available, the 


‘* European ’”’ holding of Indian Rupee loans was Rs. 100-42 crores, out of a 
total of Rs. 202-15 crores (£150 millions). 
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Ir. whilst the Economist put it at £10 millions. The Economist's 
of figure is undoubtedly an under-estimate, as it refers 
at specifically, with a few minor exceptions, to stocks officially 
id dealt with in the London Stock Exchange, and is further 
16 limited to tracing British ownership of such capital. If one 
76 may take the mean of these two estimates for what they 
ut are worth, the figure would be £42-5 millions. 

of (e) No allowance is made for private capital in India in 
it the form of partnerships, firms, etc., and of these there 
a are a fair number, including some important export 
e and import houses, managing agencies, etc. The share 
a of this capital owned by non-residents may be placed at a 

minimum figure of £15 millions. 
. (f) Mr. Shirras’ figures should be increased by the amount 


of Rupee loans held in London, which in 1926-27 totalled 

Rs. 861 lakhs, or £6-2 millions. 
(g) Against the total of India’s foreign liabilities arrived 
at as above, must be placed on the credit side the Indian 
| ownership of sterling loans, which is estimated at a maxi- 
, mum of Rs. 50 crores, or £37-5 millions. 

The final figure is therefore :— 
£ (millfons) 


Sterling liabilities of the Government of India . 339-4 
Capital of joint-stock companies vonenaned out of India but 

working in British India . : 161-7 
Municipal and Port Trust borrowings 13-0 


A share of the total working capital of banks, insurance 
oompannet, etc., doing business ay elsewhere than 


in India 34:6 
Share in capital of Indian rupee companies : 42-5 
Non- residents’ share in pene, om, etc., working 

in India . 15-0 
Rupee loans held in London . . . . . 6-2 








Total of foreign liabilities . . . : : 612-4 
Deduct Indian share of sterling loans . : : : 37-5 
Net total of foreign liabilities . : é ‘ : 574-9 





This figure makes no allowance for foreign ownership of land and 
estates in India. A good part of this would have been counted 
in the capital of foreign plantations and mining companies, whilst 
such residential buildings and estates as are owned by foreigners 
belong to Europeans resident in India, and would not therefore 
come under the term “ foreign liability ’ as used by Mr. Shirras. 
It is interesting to note that this estimate corresponds fairly closely 
to that made by the Financial Times in 1930. Altogether it 
would be reasonable to fix the upward limit at £600 millions, 
instead of at the £500 millions at which Mr. Shirras places it. 
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(2) In his anxiety to prove that India has not borrowed at 
*‘ ruinous rates of interest,” but has ‘“‘ a privileged position in the 
London money-market,” Mr. Shirras makes a surprising slip. 
He claims the support of Sir Robert Kindersley for the contention 
that ‘‘ the average rate of interest for Government and Municipal 
loans (for 1929 ?)—3-8 per cent.—was the lowest in the Dominions 
and Colonies, and no country in the world was able to borrow 
more cheaply.” Noindeed! To borrow-at 3-8 per cent. in years 
like 1929 would have been a decided “ privilege.”” But it was a 
privilege—need one add—which “no country in the world” 
has enjoyed these twenty years—not even India! For “Sir 
Robert Kindersley’s figure’ is taken from a table compiled by 
Sir George Paish in the years before the slump—to be quite 
exact in 1907; and Sir Robert has repudiated in advance the thesis 
of Mr. Shirras by estimating the average rate of interest on 
Indian loans for 1926 at something over 5} per cent.1 For 1929 
he gives no estimates whatsoever. V. K. R. V. Rao 


Gonville & Caius College, 
Cambridge. 





OFFICIAL PAPERS 


The General Tariff of the United Kingdom : Laws and Regulations. 
Compiled by A. 8. Harvey, of H.M. Customs and Excise 
Department. (Pitman. Pp. 181. 5s.) 

Tuis is not an official publication, but it has the authority 
of expert and first-hand knowledge. In addition to the chapters 
which deal, by tabulation and exposition, with the parts out of 
which the whole British tariff is constituted, it has chapters 
explanatory of the operation of the Customs, which are fully 
documented. The issue of such a compendium is most opportune 
at the present time. 


Review of New Legislation concerning Economic Agreements 
(Cartels, etc.) in Germany and Hungary. (League of Nations. 
Pp. 52. 1s. 6d.) 

Tus review, by Dr. Tschiersky, continues previous studies 
of the legal and economic aspects of industrial agreements. The 
main interest is in the extension of supervision in Germany, by 
the Emergency Decree of 1930, the Decrees concerning compulsory 
prices imposed by organisations (especially resale prices), and 


1 The Economic JourRNAL, 1930, p. 18. 
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the general Decree of 1931, in its clauses relating to the reduction 
of prices and rates of interest. The original Decree against the 
Misuse of Economic Power (the Cartel Decree of 1923) remains 
in force, but these later additions bear more particularly on 
price policies, and they give to the Government of the Reich a 
more direct authority, since recourse to the Cartel Tribunal is 
not necessary. The new measures are not limited in their appli- 
cation to Cartels, though the policy of Cartels, which aim at 
preventing the fall of prices in a depression, is an important 
case. Under the Emergency Decree the Government is also 
now empowered to reduce or abolish import duties on goods where 
prices are regarded as uneconomic in their effects. This Decree 
would seem to be wide enough to cover the question of resale 
prices generally, but it is reinforced by further Decrees which 
required the definite reduction of the prices fixed under resale 
agreements. It appears that resale price agreements may be 
declared void, but are not necessarily so. The legal position 
is carefully argued by the author, and has a great many points 
of incidence on different forms of “rationalised” production, 
both vertical and horizontal. D. H. Macerrcor 


Review of World Production, 1925-31. (League of Nations. 
Pp. 166. 5s.) 

Review of World Trade, 1931-32. (League of Nations. Pp. 76. 
2s.) 

THE review of the statistical evidence here presented is 
summarised in the following conclusions :— 

There was a rapid increase in production and the quantity 
of trade from 1925 to 1929. Investment goods expanded much 
more rapidly than consumption goods; food-stuffs increased 
comparatively slowly. In this period the general level of whole- 
sale prices, though comparatively stable, “ concealed a condition 
of economic disequilibrium which gradually developed,” and 
became apparent at the end of 1929. The severity of the depres- 
sion is largely due to the fact that the slump in industry was 
superimposed on a severe agricultural crisis, characterised by 
the maintenance of supply at a high level in spite of a considerable 
reduction of demand, as shown by the accumulation of stocks. 
Between 1929 and 1931 the world production of agricultural 
products declined by only about 3 per cent. ; that of raw materials 
for producers’ goods by about 20 per cent. The changes in 
productive activity have been very different as between con- 
tinents and countries, and only a few industries can be mentioned 
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which have suffered little or expanded. The price decline on 
world markets since 1929 has been greatest in the case of crude 
food-stuffs and raw materials of agricultural origin; and it has 
been great for goods which have been subject to unsuccessful 
attempts at monopolistic control. Special protective measures 
have caused domestic prices to fall more than world prices, 
notably in the case of wheat. Cartellised prices have fallen 
much less than free prices. The unequal fall in the prices of 
primary and secondary products has shifted the terms of trade 
against countries producing the former. ‘‘ The importing capacity 
of the agricultural countries has been so seriously diminished 
that the export industries of the industrial] countries have suffered 
severely.” Restrictions and controls ‘“‘ have altered the com- 
petitive power of countries whose economic structure is other- 
wise comparable, favouring those which have pursued a relatively 
liberal trade policy, and have adjusted domestic costs and prices 
to the conditions prevailing in world markets.” 
D. H. Macerrecor 





CuRRENT TOoPIcs 


Mrs. SipNEY Wess and Mr. D. H. Robertson have been 
elected Fellows of the British Academy during the last year in 
the Section of Economic Science. The election of Mrs. Webb 
is of special interest, since she is the first woman to be elected 
a Fellow of the British Academy and, as we believe there has 
been no election of a woman to a Fellowship of the Royal Society, 
she is the first to be elected to either of these bodies. 

The Fellows of the British Academy in the Section of Economic 
Science are now as follows :— 


Professor C. F. Bastable Professor A. C. Pigou 
Dr. James Bonar Mr. D. H. Robertson 
Professor A. L. Bowley Professor W. R. Scott 
Professor J. H. Clapham Sir Josiah C. Stamp 
Professor H. S. Foxwell Mrs. Beatrice Webb 
Mr. J. M. Keynes 





The Economic Society of South Africa has decided to publish 
as from March 1933 a quarterly journal, to be called T'he South 
African Journal of Economics, under the general editorship of 
Professor S. H. Frankel and Professor R. Leslie, and under the 
management of Professor C. 8S. Richards. The Journal will 
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contain articles on theoretical questions and book reviews, as 
well as articles on African financial, economic and commercial 
affairs. It will also include a statistical appendix, giving South 
African official statistics and economic indices. The Journal 
can be obtained through personal or library membership of the 
Economic Society of South Africa for a guinea a year, or can be 
purchased for 24s. Applications for membership should be made 
to the Honorary Secretary and Treasurer, Mr. C. W. Pearsall, 
Census Office, Pretcria. 





Having held the Chair of Political Economy in the University 
of Dublin for fifty years, and the Regius Professorship of Laws 
for twenty-four years, Prof. C. F. Bastable resigned in June 1932. 
Desiring to commemorate in a fitting manner his long and dis- 
tinguished career, a committee of his colleagues and former 
students at Trinity College invite subscriptions for the purpose 
of endowing a “ Bastable”’ prize or medal in the University 
of Dublin in connection with the study of Economics. Sub- 
scriptions (limited to two guineas) may be sent to Mr. G. A. 
Duncan, 7 Braemor Park, Dodder Road, Rathgar, Dublin. 




































RECENT PERIODICALS AND NEW BOOKS 


Economica. 


NovEMBER, 1932. Graham Wallas ; Addresses given at the London 
School of Economics and Political Science. J. C. Stamp, Lorp 
PassFIELD, H. J. Lasx1, W. H. Bevertpce. Consumption and 
the Trade Cycle. L. Rossins. The Definition of the Concept of a 
“ Velocity of Circulation” of Goods. Part I. A. W. Maraer. 
Coke and the American Revolution. C. F. MuULLErT. 


The Economic Record. 


OctToBER, 1932 (Supplement). Papers on World Economic Influences. 
The Stabilisation of Sterling. D. B. Coptanp. The Course of 
World Prices. L.¥.Grptin. Reparations and War Debts. G. L. 
Woop. The Australian Balance of Payments. R. Witson. 
Some Aspects of the Sterling-group Proposals C. V. Janes. The 
Gold Situation. B.Rovcsw. Political Obstacles to World Recovery. 
W.M. Batt. Fundamental Presuppositions for Successful Economic 
Planning. H.G.B.Fisner. The rationalisation Movement and 
Australian Industry. F. R. E. Mautpon. The Crisis in New 
Zealand. E. P. Neate. Some Problems of Dairy Marketing. 
F. B. Steruens. International Researches into Costs of Main- 
tenance of Different Families. D. T. Sawxrns. 


DECEMBER, 1932. Bolshevism, Fascism, and Democracy. E. C. 
Dyason. The First Financial Agreement (Australian). N. Cow- 
PER. Australian Monetary Policy reconsidered. K. S. ISLEs. 
Australian Labour and the Crisis. L. Ross. Land Settlement 
Finance in New Zealand. D. O. Witt1ams. The Financing of 
Afforestation, Flax, Tobacco, and Tung Oil Companies. H. BEt- 
sHAW and F. B. SterHens. Sliding Scales in Depression: New 
Zealand Wheat. A. G. B. FisHEr. 





Indian Journal of Economics. 


OcToBER 1932. A Special Type of Utility Function. C.D. Tuomp- 
son. The Distributional Analysis of Protective Duties in India. 
H. L. Dey. Cost Analysis and the Measure of Protection. N.N. 
Das. 


The Manchester School. 


Vol. III. No. 2. The Balance Sheets of three Limited Companies in 
the Cotton Industry. G. W. Dantets. The Economic Limits to 
Expenditure on Social Services. H. Cuay. Is our Economic 
System Obsolete? Lorp Mertcuett. The Relation of Banking 

Technique to Economic Equilibrium. J. Starrorp. The Supply 

of Electricity in Industrial Lancashire. A. WINTERBOTTOM. 
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Quarterly Journal of Economics. 


NovEMBER 1932. The Statistical Measurement of the Velocity of 
Circulation of Goods. A.W.Marcet. The Static and the Dynamic 
in Statistical Demand Curves. W.¥F.¥FErarer. The British Wheat 
Act, 1982. A. Prummer. Ernst Engel’s Law of Expenditures for 
Food. C.C. Zimmermann. Economic Planning. P. T. Homan. 


Review of Economic Statistics. 


NovEMBER, 1932. The U.S. as a Creditor Nation. C. J. BULLOCK. 
Selected Individual Commodities and Recent Cyclical Fluctuations 
in Business. H. B. Artuur and §S. J. Dennis. Loans on 
Securities, 1921-32. S. Livermore. The Output of New Cor- 
poration Issues. P. T. Extitsworta. General Economic Condi- 
tions (Ed.). 


American Economic Review. 


DECEMBER, 1932. Exchange Control. C. R. WuirrEstey. Soviet 
Trade Unions. A. Hewes. Revenue Act of 1932. R.G. BLAKEY 
and G.C. Buakrey. American Labour Movement. L. W. Cooper. 
Net Value of Manufactures. T. E. THompson. Technological 
Change in Commercial Printing. E. F. Baker: . 


Annals of the American Academy of Political and Social Science. 


NovEeMBER, 1932. Palestine: a Decade of Development. By various 
authors. 


JanuaRy, 1933. A study of Essentials for Prosperity, including the 
questions of Unemployment, The Church, Competition and Co- 
operation, Industry, Economy of Expenditure, Gold. Distinguished 
writers contribute to each Section. 


Journal of Political Economy. 


OctosErR, 1932. Edgeworth’s Taxation Paradox and the Nature of 
Demand and Supply Functions. H. Hoterzinc. The Theory of 
Population. A. Prummer. Holland, Switzerland, Belgium, and 
the English Gold Crisis of 1931. W. Hurst. Technological 
Development of the American Pottery Industry. H. J. StRaTTon. 
The Economic Significance of Brokers’ Loans. W. J. EITEMANN. 
Capital Production and Consumer-taking. J. M. Cuark and 
R. FRisca. 


DEcEMBER, 1932. Types of Institutionalism. A. L. Harris. British 
Mercantilist Doctrines. E. A. J. Jounson. How large is our 
National Income? M. A. CopELanp. An Unpublished Paper on 
the I1.W.W. T. Vesien. A Theory of Prices. N. PETRILSKO. 
Modern Economic Society. 8. H. Suicuter and F. H. Knieut. 


Wheat Studies (Stanford, California). 


OctosER, 1932. Price Spreads and Restraint of United States Wheat 
Exports. An inquiry into the forces that are responsible for 
keeping United States wheat prices above an export basis in a 
period when their exportable surplus is very large, and particularly 
in 1931-32, when the Stabilisation Corporation was not taking 
wheat off the market but disposing of much of its large stocks. 
No. 169.—voL. XLII. N 








178 THE ECONOMIC JOURNAL [MARCH 


NoveMBER. The Voluntary Domestic Allotment Plan for Wheat. This 
is a very elaborate proposal, commonly known as the Wilson 
scheme, which is of considerable importance, because there 
appears a substantial probability that something of the kind 
will be adopted and carried into law by the incoming administra- 
tion. This memorandum gives details of the plan in relation 
to wheat, but there is talk of extending the same arrangements 
to other commodities. The actual draft of the scheme is com- 
plicated, but the substance of it reduces to the following. For 
each farmer there will be determined a standard wheat acreage, 
based on what he has actually cultivated in the last three years. 
If he is prepared to enter into a contract to reduce his acreage 
by a specified amount, he will then receive a bonus proportionate 
to the amount by which he has been required to reduce. He will 
receive this bonus whether or not he grows wheat on his remaining 
acreage. The amount of the bonus will be recovered by a turn- 
over tax on processors (7.e. the millers, in the case of wheat), 
very much as in the case of the British Quota Scheme. Thus 
the income of the farmer is increased at the expense of that of 
the consumer in two ways ;—partly by a turn-over tax on pro- 
cessors, and partly by the rise in the open market price consequent 
on the curtailment of acreage. 


DecemBER. The World Wheat Situation, 1931-32: a Review of the 
Crop Year. Wheat stocks were reduced by 90 million bushels 
in the course of the year, but were still 50 per cent. above normal 
at the close. The excess was almost entirely in North America. 


JANUARY, 1933. Survey of the Wheat Situation, August to November 
1932. International trade in wheat in August-November 1932 
was the smallest in a decade. New low record prices were 
registered in all futures markets in November—December, though 
prices at Chicago remained above export parity. 


International Labour Review. 


NovEMBER, 1932. Unemployment in Sweden after the War. A. 
Jouansson. World Economic Reconstruction. G.CassEL. Prob- 
lems of Conciliation and Arbitration. E. Kuttic. Scandinavian 
Employers and Collective Labour Agreements. E. ERICHSEN. 


DECEMBER, 1932. International Reduction of Hours of Work. F. 
SirzteR. Unemployment Insurance and Public Assistance. J. L. 
CouEeN. The ‘“ Unbroken” Working Day. M.Mirnaup. Migra- 
tion and Depression. E.P. NEALE. Scandinavian Employers and 
Collective Labour Agreements (contd.). E. Ericusen. The Econo- 
mic Depression and Public Health. 


JANUARY, 1933. The Social Consequences of a Return to Gold: An 
Analysis of Certain Current Proposals for an International Monetary 
Standard. P. W. Martin and E. J. Ricnes. The Investment of 
Social Insurance Funds. V. Kuumpar. The Conditions of Agri- 
cultural Workers in Poland in 1930-31. J. GNOINSKI. An 
International Conference on Migration Statistics. 
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Index (Stockholm). 
NovEMBER, 1932. Some aspects of Sweden’s foreign trade. 


DECEMBER, 1932. The World’s Staples. XVI. Lead. H. T. War- 
sHow and F. E. WorMsEr. 


JANUARY, 1933. The Great Trade War. 


Revue d’Economie Politique. 


SEPTEMBER, 1932. Economique et statistique. F. Drvista. L’Ftat au 
secours des enterprises privées défaillantes. E. Jamus. L’ Afrique, 
champ d’expérimentation des formules d’économie mixte. R. Horr- 
HERR. Recherches sur la distribution des denrées d’épicerie par le 
commerce privé et par les coopératives. G. GAUSSEL. 

NovEMBER, 1932. This number is devoted to the memory of CHARLES 
GipE. L’homme; sa vie, sa personnalité. A. Daupf-BANoEL. 
L’écrivain et Vorateur. E. Dotutans. L’économiste. C. Rist. 
L’historien des doctrines. C. Bouctt. L’économiste social. W. 
Ovatip and R. Picarp. Le théoricien de la coopération. B. 
LAVERGNE. Le militant coopérateur. E. Poisson. Le pacifiste. 
J. L. Purcu. Le moraliste. A. Lanpry. Bibliographie des 
auvres. " - 

Journal des Economistes. 


NoveMBER, 1932. Le chaos financier et commercial. FE. Payren. La 
crise économique en France. M. Carsow. 


Schmollers Jahrbuch. 


OcToBER, 1932. Uber die Voraussehbarkeit geschichtlicher Ereignisse. 
J. Tuyssen. Uber den Begriff der ‘‘ Mittleren”’ Seltenheit in den 
“ Elements d’Economie Politique Pure’ bei Leon Walras. O. 
WEINBERGER. Schichtung und Auslese der Arbeitskrafte. E. 
WitEKE. Kommunalfinanzen und Finanzausgleichsreform. K. 
JESERICH. Die Wirtschaftsgesinnung des Mittelalterlichen Ziinft- 
lers. E, KELTER. 

JANuARY, 1933. Festgabe fiir Werner Sombart zur 70 Wiederkehr 
seines Geburtstages. . 

I. Theorie und Geschichte. E. RotuacuEer. Uber die Zusam- 
mengehorigkeit wirtschaftstheoretischer und wirtschaftsgeschichtlicher 
Untersuchungen. K. Drenu. Theoretische Begriffsbildung und 
Wirtschaftsgeschichte. O. VON ZWIEDINECK-SUDENHORST. Die 
allgemeine Volkswirtschaftslehre als geschichtliche Theorie. A. 
SpretHorr. Die Wandelnde Rolle von Unternehmerbild und -funk- 
tion in verschiedenen EHpochen der Wirtschaftsgeschichte und die 
Theorie von Unternehmer und Unternehmung. F. Bruck. Die 
Bedeutung der Agrargeschichte fiir die deutsche Volkswirtschafts- 
lehre. C.J. Fucus. Aussenhandzlstheorie und Handelsgeschichte. 
C. Brinkmann. Stile und Epochen der Finanzwirtschaft. H. 
BrecuTeL. Welthistorische Gesichispunkte zu den vormittelalterlichen 
Wirtschaftsepochen. F. HetcnetuHemm. Uber die geschichtliche 
Bedingtheit der physiokratisch-klassischen Nationalékonomie. H. J. 
Serapum. Die vier Begrijffe der Weltwirtschaft und thre Problem- 
atik. K. PRIBRAM. 

II. Die Gestaltung der Wirtschaftsverfassung. Theorie der 
Wirtschaftsverfassung. H. Scuack. Politische und Wirtschafts- 
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verfassung. H. von Brcxeratu. Volkseinkommen und Volks- 
vermégen in der kapitalistischen Wirtschaftsverfassung. S. HELAN- 
DER. Die Diskontpolitik in der kapitalistise-hen Wirtschaftsver- 
fassung. A. von Mtutenrets. Die Wirtschaftsverfassung zwis- 
chen Individualismus und Kollektivismus. W.WEDDIGEN. Plan- 
wirtschaft. Rathenaus Forderungen, Mussolinis Formungen. C. 
Eckert. Wirtschaftsverfassung der Faschismus. E. VON BECKE- 
RATH. Die geistesgeschichtliche Bedeutung des italianischen Fas- 
chismus. K.SincER. Die Wirtschaftssystem Sowjetrusslands. P. 
BERKENKOPF. 


Jahrbiicher fiir Nationalokonomie und Statistik. 


NovEemMBER, 1932. Beitrdge zur Lehre von den statistischen Genichten. 
K. FREUDENBERG. 


DECEMBER, 1932. Uber die Nachfrage nach Produktionsmitteln und 
thre Elastizitédt. EE. SCHNEIDER. Die internationalen Trust und 
Kartelle. BR. MIcHELs. 


Zeitschrift fiir Nationalékonomie. 


OcToBER, 1932. Das Prinzip der knappheit, technische Kombination 
und Gkonomische Qualitdt. F. ZmutHEen. Irrtiimer in der Zeit 
als Ursachen wirtschaftlicher Schwankungen. M. Fanno. Die 
allgemeine Inderdependenz der Wirtschaftsgrossen und die Isolie- 
rungsmethode. O. LANGE. Die gegenwdrtige Stand der reinen 
Theorie der Finanzwissenschaft in Italien. M. Fastant. 


JANUARY, 1933. Hin neuer Versuch der Vermessung des Grenznulzens. 
A. Bruurmovic. Zur Dogmengeschichte des Begriffes einer ‘‘ Um- 
laufsgeschwindigkeit der Giiter”’ und seines Verhdltnisses zur 
Umlaufsgeschwindigkeit des Geldes. A. W. Marcet. Zum Prob- 
lem der teleologischen Theorie der Wirtschaft. K. ENGLIs. 


Archiv fiir Sozialwissenschaft und Soziaipolitik. 


NoveMBER, 1932. Banken und Bankpolitik in der V. S. in der Krise 
von 1929-1932. R. W. Gotpscumipt. Hegels Fretheitsidee in 
der Marz’schen Dialektik. W. Faux. Jean Jaurés und die 
materialistische Geschichtstheorie. H. HmInTzE. 


DECEMBER, 1932. Das Problem der russischen Wirtschafts- und Sozial- 
verfassung. E. LEDERER. Gesellschaftliche Gruppen nach Art und 
Grund der Verbundenheit. A. WatTHER. Lohn und Konjunktur 
vor dem Kriege. M. MitniTzxKy. 


JANUARY, 1933. Volksvermégen und Kassenbedarf. J. Marsconak. 
Kapital und Kredit in Konjunkturzyklus. L.Lanpre. Zur ékono- 
mischen Struktur und Funktion der Kartellquote. F. MILLNEr. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


DeceMBER, 1932. Uber Verfahrensweisen zur Bestimmung des geld- 
lichen Grenznutzens. O. WEINBERGER. Der Handel in der Alsatz- 
organisation. F. Repiicn. Steuerpsychologie. P. SZENDE. 


JANUARY, 1933. Die Lehren der deutschen Preissenkungsaktion. F. 
ZAHN. Geschichtliche und soziologische Begriindung der berufs- 
sttindischen Sozialordnung. G. AuBrecut. Die Méglichkeiten 

einer Erweiterung des Arbeitsbedarfes. O. CONRAD. 
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Weltwirtschaftliches Archiv. 


JANUARY, 1933. Die sikulare Bedeutung der Weltkrisis. W. Ropxez. 
The crisis opens a new chapter, the mark of which will be auton- 
omous economic regions. What is and what is likely to come 
about should not be confused with what is desirable. The con- 
sequences of the present contraction of world economy is a mis- 
fortune, which can be overcome by good-will, and there need be 
an end neither of world economy nor of Capitalism. 


Die Reichswirtschaftskonferenz von Ottawa. J. Coatman. The chief 
changes made by the Conference in Empire tariff structures and 
its significance for the world are shown. There has been a net 
increase in the height of Empire tariffs against foreign countries, 
but a net decrease inside the Empire. The sacrifices made by the 
United Kingdom are great and will probably have to be further 
recompensed by certain Dominions. A survey of all the pro- 
ceedings of the Conference shows reason to believe that the first 
steps have been taken towards an Empire-wide policy of economic 
co-operation. Die Zersplitterung und Wiederergainzung der Welt- 
wirtschaft. M. Manomezsco. The author defines the unitary and 
centralising character of pre-war world economy and aims to 
show that industrial decentralisation of the world is to-day both 
legitimate and unavoidable. The consequence will be a monetary 
destruction of world economy and a self-supporting isolation of 
each country, contrary to the principle of international distribu- 
tion of production. The various states will become great com- 
mercial units, closely directing international trade. Following 
this destructive process, world economy will be rebuilt by the 
co-operation of the almost self-supporting units, represented by 
each state. Die Zukunft der Eingleiderung Ungarns in die Welt- 
wirtschaft. W. HELLER. A discussion of the prospects of Hun- 
gary in relation to autonomy, a Danubian Federation, and the 
German and Italian markets. Her foreign trade must depend on 
a change in the trade policies of Europe. Die wirtschaftlichen 
Beziehungen Jugoslawiens und die Problematik seiner Eingliederung 
in die Weltwirtschaft. O. von Frances. A discussion of the 
foreign trade of Jugo-Slavia, and of its distribution, shows its 
dependence on its immediate neighbours for its exchanges; it 
seeks a good balance by preferential, bilateral, and reciprocal 
agreements. Die Bedeutung wirtschaftlicher Autarkie fiir die 
industrielle Struktur der Vereinigten Staaten. C. 8. Tipperts. If 
the United States should adopt a policy of economic isolation, it 
would bring disaster to many important industries. Many others ) 
would suffer because a large proportion of their production has 
been exported. Many industries depend upon imported materials. 
It would mean, furthermore, the loss of billions of dollars of 
foreign investments. Isolation would probably make it easier to 
prevent business depressions, but the cost of greater stability 
would be greater than the gains obtained. 

The World Monetary Problem. J. Donaupson. World economic dis- 
order rests fundamentally not on production-consumption, but 
exchange. Practical monetary difficulties, including policies, and 
critical reasoning, including balances of international payments, 
raise serious deductive and inductive questions in the classical 
theory of international prices and gold. Gold does not behave as 
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predicted. Other alternatives have known faults. The tabular 
standard has a scientific appeal, but lacks feasible technique and 
conditions. Prevention of national, international, commercial 
and financial crises demands improvement and synchronisation 
of monetary systems. The best realistic hope lies in the func- 
tional growth of the B.I.S., or similar practical machinery, per- 
haps promoted by the coming World Monetary Conference. Die 
europdische Verflechtung des amerikanischen Aussenhandels. H. 
Levy. An investigation of the development of American foreign 
trade with other continents. After the War, the importance of 
Europe was under-estimated. An attempt was made to exploit 
by credits and propaganda other overseas areas. With the crisis, 
the trade with Europe comes again into the foreground. Zolltarif 
und Arbeitsmarkt in Australien. D. B. CopLanp. The author 
was a member of the Tariff Committee of 1929, and he discusses 
this question in relation to primary and secondary and manu- 
facturing industries. 


De Economist. 


SEPTEMBER, 1932. Winstdeeling en Bedrijfsmedebezit. I. H. W. C. 


BorDEWIWK. On profit-sharing and co-partnership. At the out- 
set the writer discusses Lassalle’s productive associations. In 
Lassalle’s system the State was to provide the whole of the neces- 
sary capital. Lassalle won over Bismarck to his ideas, and his 
scheme was incorporated in the Gotha programme of 1875. A 
cardinal fault in such schemes is the lack of discipline. Turning 
to profit-sharing, in an undertaking which adopts such a scheme 
the place of the worker is changed. On an analysis of the con- 
stituent elements of profits, it is argued that there is no title of 
right to a claim on the part of labour to share in profits. Such 
schemes are therefore based on opportunism, and advocated in 
the interests of industrial peace. Moreover, the system cannot 
be universally applied; there is no place for it in the marginal 
firms. <A further objection is that it ought not to be permissible 
to share in the profits without also sharing in the losses; it is 
suggested that this difficulty might in part be met by reserving 
part of the profits destined for the workers to be set against sub- 
sequent losses. Taussig’s reservations are quoted with approval, 
and it is argued that the sphere in which such a system can 
operate is very limited. De Wet der verminderde meeropbrengsten 
ten opzichte van het Kapitaal. IJ. R. Van GENEcHTEN. The 
second of two articles on the Law of Diminishing Returns, con- 
sidering in detail the application of the Law to Capital, and 
indicating the points of similarity and of difference from the case 
of land as discussed in the previous issue. Landsmeer. J. Di 
Vries. An extensive economic analysis of the life of Landsmeer 
(pop. 3,472), a village some miles north of Amsterdam. 


OcTOBER, 1932. Winstdeeling en Bedrijfsmedebezit. II. H. W. C. 





BorpEwikK. The present continuation is concerned with co- 
partnership, to which the socialist movement is more opposed 
than to simple profit-sharing. The objections to profit-sharing 
might not seem to apply here, nevertheless experience brings 
disillusionment. The difficulties and limitations are discussed, 
and it is suggested that there is in such schemes “ something 
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artificial and hybrid.” De mogelijkheid van een meervoudig econo- 
misch evenwicht. I. J. G. Koopmans. A lengthy analysis dis- 
cussing and elaborating a passage in a recent article by Dr. 
Tinbergen to the effect that closer investigation of the equations 
of equilibrium (of e.g. Cassel and Walras) which determine the 
extent of production, the level of prices, etc. in a static society, 
shows that there is not one position of equilibrium, but that 
there may be various positions of equilibrium. “It is quite 
possible and indeed highly probable... that at least two 
positions of equilibrium exist, both stable, the one, for example, 
with considerable employment, the other without.” 
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